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paper. Manuscripts should be no longer than 20 pages of text and 25 pages total, including abstract, text, tables or illustrations,
notes, and works cited. Please consult APA style guidelines for all formatting details.

Copyright
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New England Journal of Entrepreneurship
From the Editors:
In only a few days from this writing,Associate Editor Joshua Shuart and Editor Herbert Sherman will be conducting
a seminar on entrepreneurial education at the Institute of Behavioral and Applied Management’s 15th Annual
Meeting in Reno, Nevada (October 4–6, 2007). This is the second stage of NEJE’s collaborative arrangement with
IBAM; that members of the editorial staff (and eventually authors, reviewers, and readers) become active members
of IBAM and participate in “professional association of college and university professors and students who are studying the field of management, and practitioners in business, not-for-profit organizations, and government who have a
strong interest in the issues and concerns related to management.” IBAM has graciously welcomed us into their
organization by establishing a separate division for entrepreneurial studies. It is our hope that our readers will
become active members by submitting papers, symposia, panel discussions, cases, experiential exercises as well as
volunteer to participate in the management of the division. You can read more about IBAM by going to
http://www.ibam.com/about.asp and peruse its website.
We are sad to report that our Associate Editor for Entrepreneurial Education, Pamela Stepanovich-Hopkins, has
resigned from her post so that she may become Director of the First-Year Experience at Southern Connecticut State
College. Stepping into her shoes will be Sean M. Hackett of Drexel University. Sean has already launched a new project, and we are pleased to announce that we are soliciting manuscripts for a special issue of the Journal on entrepreneurial education.Accordingly, we seek contributions relating to entrepreneurship education that fall within one
or more of the following four tracks: Visionary Articles, Theory Articles, Critical Issues Articles, and Nuts and Bolts
Articles. Please contact either Sean M. Hackett (sean.m.hackett@drexel.edu), Associate Editor of Entrepreneurial
Education, or Miles Davis (mdavi3@su.edu), Associate Editor for Minorities and Women for further details.
Submission deadline is April 30, 2008.
This Spring 2008 issue of the NEJE will mark my fifth issue as editor and it seems like just yesterday that Lorry
handed over the reins and said “have at it.” I, as always, am greatly indebted to the reviewers, authors, and the production staff at Miccinello Associates who make my job easy and a pleasure. I am quite proud of this issue of the
Journal since we present a very balanced issue, which includes an interview with a practitioner, several empirical
pieces, a controversial invited article, an article on entrepreneurial education, and a book review.
Our first article is an invited piece by Deborah V. Brazeal, California State Polytechnic University, Pomona; Mark T.
Schenkel, Belmont University; and Jay A.Azriel,York College of Pennsylvania entitled “Awakening the Entrepreneurial
Spirit: Exploring the Relationship Between Organizational Factors and Perceptions of Entrepreneurial Self-Efficacy
and Desirability in a Corporate Setting.”This exploratory study seeks to take a first step toward extending previous
theory and research on corporate entrepreneurship (CE) by focusing explicitly on the role of organizational
antecedents as they relate to CE potential to engage in entrepreneurial activities, particularly in cases where a track
record for such activity does not historically exist.They directly examine how and if management support, autonomy, time availability, organizational boundaries, rewards and interest in workplace innovation significantly impact
two critical psychological states of the potential CE: (1) entrepreneurial self-efficacy and (2) the desirability of
engaging in entrepreneurial activities.
In the next article entitled “The Impact of Screening Criteria on Entrepreneurship Research,” Gregory B. Murphy,
University of Southern Indiana, and Robert C. Hill,Texas State University, examine how entrepreneurship researchers
use various types of screening criteria to select samples for their studies. Selecting these criteria is, in effect, choosing a definition or model of entrepreneurship, which leads to immense consequences for generalizability of research
and theory development in the field.The study is intended to help entrepreneurship researchers better understand
these consequences and, thereby, improve their understanding of entrepreneurial phenomenon. Four of the most
commonly used screening criteria are included in this study: firm age, firm size, firm growth, and innovation. Based
on a sample of 368 manufacturing firms, the results indicated that few firms fit all or even most of the considered
screening criteria and independent-dependent variable relationships vary considerably by screening criteria selection.

NEW ENGLAND JOURNAL OF ENTREPRENEURSHIP 5

Published by DigitalCommons@SHU, 2008

5

New England Journal of Entrepreneurship, Vol. 11 [2008], No. 1, Art. 1

While Brazeal et al. studied intrapreneurship, GiSeung Kim of Cheongju University examined the research underlying business startups in the paper “Entrepreneurship and Self-Employment:The State-of-the-Art and Directions for
Future Research.” Kim surveyed the recent literature on entrepreneurship and self-employment and catalogues the
main contributions of this body of research and by making distinctions between issues (i.e., personality, family circumstances, human capital, ethnic origin and immigration, liquidity, years of education, labor market experience,
financial capital, and income) on which there is now widespread agreement and those for which no consensus has
yet emerged.This latter set of issues provides fertile ground for further research.
The next two pieces deal with entrepreneurial education. Joseph R. Bell, University of Arkansas, in the article
“Utilization of Problem-Based Learning in an Entrepreneurship Business Planning Course” examines Problem-Based
Learning (“PBL”) in an undergraduate entrepreneurship business planning course with the objective of creating a
framework for future assessment in evaluating PBL in the business planning course.Throughout the course, ill-structured problems arise that require independent thinking and ongoing problem-solving with students taking responsibility for their own learning.The course incorporates the latest classroom technology and the article describes how
that technology is utilized to deliver self-directed learning.The PBL methodology is then evaluated in light of anonymous student survey results.
Following the above case study, the book Entrepreneurship Education, edited by Patricia G. Greene and Mark P.
Rice. Cheltenham (UK: Edgar Elgar Publishing Limited, 2007) is reviewed by Marguerite R. Faulk, American
InterContinential University, Atlanta. The book is a comprehensive collection of outstanding articles on entrepreneurship education written over the past 15 years and readers already actively engaged in teaching entrepreneurship will recognize many familiar names throughout this collection. In their conclusion, editors Greene and Rice
raise four primary issues as future areas of research. One issue for future discussion is the question of exactly who
should be teaching entrepreneurial education.The editors suggest the need for a marriage between pure academics
and entrepreneurial practitioners.
Last but not least, my colleague from Long Island University, Brooklyn, Philip Wolitzer, CPA, has some sage advice
in “Some Entrepreneurship Pitfalls” on the use of CPAs by small businessowners and entrepreneurs. His advice may
seem simple but many small business owners forgo the use of a CPA for the sake of cost savings; this unfortunately
may lead to much greater problems down the road as they deal with the IRS and other government reporting regulations and requirements.
As always, we look forward to hearing from you (your comments and suggestions for future issues) as well as your
submissions and contributions to the journal.

Herbert Sherman
Editor

Joshua Shuart
Associate Editor and Web Master

Lorry Weinstein
Editor Emeritus
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CALL

FOR

PAPERS

JOURNAL OF BEHAVIORAL AND APPLIED MANAGEMENT
Management educators, trainers and practitioners are invited to contribute articles or cases for
possible publication in the Journal of Behavioral and Applied Management (ISSN 1930 0158),
a national refereed, online publication.
Manuscripts should be of interest to researchers, management instructors at the undergraduate
and graduate levels, and to practitioners.A more complete call including the submission
procedure, review procedure, review information, and some suggested topics may be found at
http://www.ibam.com/pubs/jbam/callforpapers.asp.
The Journal of Behavioral and Applied Management is listed with:
• ProQuest’s ABI/Inform;
• Directory of Open Access Journals (DOAJ—http://www.doaj.org/);
• dmoz Open Directory Project (http://dmoz.org/);
• Informatics J-Gate (http://www.j-gate.informindia.co.in/); and
• Cabell’s Directory of Publishing Opportunities (http://www.cabells.com/).
A style guide can be found at http://www.ibam.com/pubs/jbam/styleguide.asp. Manuscripts
may not be previously published or be under consideration for publication by another journal.
Previous issues can be examined at http://www.ibam.com/pubs/jbam/toc.asp.
Dr. David D. Van Fleet, Editor
Journal of Behavioral and Applied Management
ddvf@asu.edu
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Awakening the Entrepreneurial Spirit: Exploring the
Relationship Between Organizational Factors and Perceptions
of Entrepreneurial Self-Efficacy and Desirability
in a Corporate Setting
Deborah V. Brazeal
Mark T. Schenkel
Jay A.Azriel
hile efforts at understanding how the entrepreneurial spirit is awakened (e.g., unwrapping
the cognitive “black box”) have been productive
in the new venture context, it remains largely unexplored
in a corporate setting.This study extends previous research
by investigating the relationship between organizational
antecedents and perceptions of entrepreneurial self-efficacy and desirability of entrepreneurial activity. In a field
study of organizations consistent with a corporate entrepreneurial archetype typology, we found that (1) individual work discretion and time availability impacted entrepreneurial self-efficacy, and (2) individual interest in work
innovation influenced perceived desirability of innovative
behaviors.

W

Interest in the concept of corporate entrepreneurship (CE)
has grown over the past decade, at least in part, because
increasing globalization and technological diffusion pressures are creating a need for all organizations to become
flexible and learning oriented (Bettis and Hitt 1995). Given
the upswing in such pressures and their presumed importance to both the ongoing performance and long-run survival
of organizations, it comes as no surprise that researchers and
top managers alike have begun to seek greater understanding
of organizational factors involved in the genesis of corporate
entrepreneurial activity.To wit, Damanpour (1991) reviewed
the extant literature examining the association between organizational factors and successful corporate entrepreneurship
and found empirical evidence for significant relationships
between rewards and incentives, organizational structure,
management support, resource availability, and successful
corporate entrepreneurship (Kuratko, Montagno, and
Hornsby 1990; Zahra 1991; Russell and Russell 1992; Hornsby
et al. 1993; Hornsby, Kuratko, and Montagno 1999).
While studies examining organizational factors have certainly made significant contributions to CE theory, others
have suggested that exclusive investigation of the interplay
among such factors loses an important and “distinctly
human”element of CE (Krueger 2003). For example, top-level
managers in corporate settings can attempt to induce, or set
the stage for, entrepreneurial activity by leveraging organiza-

tional resources that give rise to entrepreneurial environments or cultures. However, to awaken an entrepreneurial
spirit that is more autonomous in nature for a potentially
budding corporate entrepreneur (Burgelman 1983), presumably unused to creative thinking, it seems only intuitive that
a change in the underlying mindset is required, or the belief
that it is within one’s capability to act entrepreneurially (i.e.,
self-efficacy; Bandura 1986). For example, is it simply the
availability of time to engage in projects of one’s own volition, the unbridled freedom of bureaucratic organizational
boundaries, or some interaction among a myriad of both
and/or organizational resources that ignites the proverbial
entrepreneurial “fire in the belly” and impacts employees’
perceived capabilities for success in such pursuits?
The above suggests that at the heart of advancing our
understanding of the CE mystique is understanding not only
what organizational factors may be associated with the initiation of entrepreneurial activity, but also why entrepreneurs
take calculated risks as they identify oft-times disguised or
opportunities less than obvious to others (Campbell 1992;
Shane and Venkataraman 2000). Accordingly, it suggests why
CE researchers are calling for new research designed to “clarify the linkage between the presence of properties in an
organizational context and middle-level managers’ decisions
to act entrepreneurially”(Kuratko et al. 2005: 711).We concur
with this conclusion and believe inroads may be laid by framing studies within the science of cognition and intentionality
tied to the decision-making process. Specifically, few studies
have focused directly on the relationship between organizational antecedents and the cognitive structure and dynamics
that foster entrepreneurial activity in the corporate context
(Shepherd and Krueger 2002).
This exploratory study seeks to take a first step toward
extending previous theory and research by focusing explicitly on the role of organizational antecedents as they relate to
CE potential to engage in entrepreneurial activities, particularly in cases where a track record for such activity does not
historically exist. We directly examine how and if management support, autonomy, time availability, organizational
boundaries, rewards, and interest in workplace innovation
significantly impact two critical psychological states of the
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potential CE: (1) entrepreneurial self-efficacy and (2) the
desirability of engaging in entrepreneurial activities. Given
the potential for entrepreneurial decisions to become recognized, at least anecdotally, as “watershed moments” for both
an organization and a middle manager’s career, we were
intrigued by the idea of exploring if any, and which, of the
previously identified cultural components of CE might influence a middle manager’s self-efficacy and desirability to act
entrepreneurially of their own volition.

Literature Review
It has been widely suggested that the combination of increasing technological advancement, diffusion, and economic
exchange across international borders throughout the 1990s
has resulted in the emergence of a new competitive landscape characterized broadly by increasing degrees of uncertainty, ambiguity and risk (e.g., Bettis and Hitt 1995; Friedman
2005). Key features of this new landscape include substantial
and often frame-breaking change; competitive efforts based
on a series of temporary, rather than sustainable competitive
advantages for individual firms; the criticality of speed in
making and implementing strategic decisions; shortened
product life cycles; and new forms of competition among
global competitors (Hitt et al. 2002). The combination of
these features implies that while existing industry patterns of
successful competition confront threats, they are also simultaneously filled with opportunities for organizations to
prospect for new sources and form competitive advantages
through innovative activity that substantially alters the nature
of, or even creates new industries and markets (Miles and
Snow 1986).
Based on observations of the increasing pace and speed of
competitive change in the economic landscape, it has been
argued that the need for corporations to become more entrepreneurial is increasingly pervasive (Pearce and Robinson
2005), if not essential in creating strategic renewal for large
conservative firms (Wennekers and Thurik 1999). Given
observations of massive corporate downsizing and restructuring throughout the 1980s and the corresponding arguments that individuals have often found it difficult to act
entrepreneurially in bureaucratic corporate settings, it comes
as no surprise that an increasingly fundamental question of
interest to researchers and top managers alike focuses on
how opportunity-seeking activity might be stimulated and
fostered in such settings. Indeed, it is quite interesting that
terms once frequently carrying negative connotations (e.g.,
innovation, change, and entrepreneurship) have now
become highly regarded within the corporate setting (Zahra,
Kuratko, and Jennings 1999).
With interest growing in CE, debate over what constitutes
entrepreneurship in the corporate setting has been also
intensified in the literature [see Sharma and Chrisman (1999)

for a detailed literature review]. Such debate has two important implications for research. First, it raises important theoretical questions as to whether, and if so, to what extent the
attributes of behavior normally associated with individual
entrepreneurs might be expected to permeate the enterprise
as a whole (Stopford and Baden-Fuller 1994: 521). Second, it
suggests that to clarify theoretical contributions and the otherwise mystical undertone associated with how corporate
entrepreneurship is defined, researchers must consider how
the process of identifying companies that successfully
inspire employees to innovate and create new forms of value
influences the design, interpretation, and implications of
investigatory efforts.
Our review of the extant literature suggests that CE is seen
by most organizational participants as a proactive (not reactive) set of behaviors engaged in to stimulate innovation(s)
(Covin and Miles 1999). More specifically, CE is viewed as a
matter of strategic choice (Ireland, Kuratko, and Covin 2003)
and embraces two types of major organizational events: (1)
new venture creation within the existing organization and
(2) instigation of strategic renewal and innovation (Sharma
and Chrisman 1999). For the purposes of this article, CE is
defined as innovative efforts undertaken within organizations as the result of corporate strategy defined by the top
management team (TMT). In CE, the organization provides
support for the development and exploitation of a stream of
incremental and radical innovations that are deemed strategically and financially consistent (by the TMT) with the strategic context of the company (Herbert and Brazeal 2004).
Early CE studies were consistent with Miller’s (1983) seminal work on strategic posturing. Miller attempted to establish a relationship between firm-level corporate entrepreneurial characteristics (e.g., level of risk taking, pro-activeness, and radical product innovation) and Mintzberg’s (1973;
1979) organizational typology, strategic modes, and structures. Miller’s seminal contribution on strategic posturing has
served as a sound foundational precursor for what has
become widely accepted as a firm’s entrepreneurial orientation (e.g., Covin and Slevin 1991; Lumpkin and Dess 2001).
Although the notion of an overarching orientation was a key
contribution of Miller’s work, it is also important to note that
he concluded different organizations required “very different
kinds of forces to stimulate entrepreneurship.” In short, he
concluded that “[t]here seem to be very few panaceas for
promoting entrepreneurial activity” (p.788–789).
More recent studies have extended our understanding of
strategic posturing by focusing on identifying common characteristics of entrepreneurially oriented ventures. Lumpkin
and Dess (1996) reviewed this extant stream of literature and
concluded five commonalities appear to be closely associated with entrepreneurial posturing in ventures. Specifically,
entrepreneurially oriented ventures demonstrate a commit-
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ment to autonomy (i.e., the ability of an individual or team to
independently develop and act on an idea or vision), innovativeness (a firm’s propensity to engage in and support the
development of novel ideas resulting in new products, services, or technological processes), risk taking (i.e., managerial
tendency to act boldly to achieve firm objectives), proactiveness (a firm’s tendency to anticipate and act on future needs
before other firms), and competitive aggressiveness (a firm’s
propensity to directly and intensely challenge its competitors
to outperform industry rivals). Interestingly, early empirical
efforts (e.g., Covin and Slevin 1989; Lumpkin and Dess 2001)
have generally supported a positive relationship between a
venture’s possession of an entrepreneurial orientation and
venture performance. However, these studies have also suggested that such relationships may be somewhat more complex than originally considered, depending at least in part on
other moderating influences such as a firm’s organizational
structure, industry, or environment.
Seeking to understand the potentially complex nature of
this relationship, researchers have recently begun to consider the origins and nature of the development of entrepreneurial orientations in corporate ventures. Specifically, these
studies have sought to identify relationships between various
internal organizational antecedents and entrepreneurial
activity. A review of this literature suggests that five major
categories, or dimensions of organizational antecedents, are
associated with entrepreneurial activity. These dimensions
are: (1) management support, or the willingness of top-level
managers to facilitate and promote entrepreneurial behavior;
(2) work discretion/autonomy, or top management’s willingness to delegate decision authority and responsibility, provide decision-making latitude to managers, and free them
from excessive oversight; (3) time availability, or top management efforts to evaluate and adjust workloads to provide
time needed for innovation; (4) organizational boundaries, or
clear explanations from top management as to organizational outcome expectations, as well as the development of
mechanisms for evaluating, selecting, and using innovations;
and (5) use of rewards, or a reinforcement system based on
performance where significant achievements are highlighted
and the pursuit of challenging work is encouraged (Hornsby
et al. 1993).
Collectively, this review of the CE literature suggests three
important implications for research. First, this review suggests that as has been frequently presumed, the presence of
an orientation toward entrepreneurial behavior has been
positively related to the performance of corporate ventures.
Second, it suggests that researchers have made progress not
only in terms of understanding the dimensions that make up
such a venture orientation, but also in identifying various
organizational antecedents that may be responsible for the
development of such an orientation. Lastly, however, this

review suggests that previous CE research has relied on common and important, yet unspecified and ill-tested underlying
presumptions. Specifically, this work has presumed that individuals within the corporate setting will respond directly to
top management’s purposeful attempts to promote the
strategic engagement in decision-making activities, processes, and practices that lead to creative and innovative outcomes. Stated somewhat differently, the interplay among
such factors loses an important and “distinctly human” element (Krueger 2003) of CE process, that otherwise seems
only intuitive to explaining the volitional nature of establishing a more widespread willingness to actively seek out entrepreneurial activity (Burgelman 1983). Consequently, our
understanding of how various organizational antecedents
impact the entrepreneurial “thinking” of individuals as they
consider the potential for engaging in CE activity remains
underdeveloped.
To illustrate the importance of this implication, consider
the top management decision to invest in time availability to
promote CE activity. It does not necessarily follow that providing available time alone for engaging in entrepreneurial
activities will impact an individual’s cognitive capability
(actual or perceived) to act on a potentially marketable product, process, or technological opportunity within the confines of the organization. Rather, it is quite plausible that an
individual will fail to develop the belief in his or her capability to perform other necessary activities (e.g., cross organizational boundaries and facilitate the development of key political relationships) no matter how much discretionary time
they perceive. Jim Collins’ research findings reinforce this
point in his number one best-selling work entitled Good to
Great. Specifically, his research suggests that it is critical for
leaders first to “get the right people on the bus, the wrong
people off the bus, and the right people in the right seats.”He
contends further that “the old adage ‘people are your most
important asset’ turns out to be wrong. People are not your
most important asset.The right people are” (p.13). Similarly,
research on employment behavior suggests that individuals
may choose self-select out of situations despite changes (i.e.,
increased time availability) presumably making them “more
ripe” for entrepreneurial activity, when such situations are
perceived as inconsistent with an individual’s perceptions of
self in some meaningful way (Schneider 1987).
Given the widespread theoretical contention that individuals intentionally choose to engage in entrepreneurial activity (Kirzner 1999; Casson 2003; Krueger 2003), particularly if
mitigated by corporate structures or cultures (Covin and
Slevin 1991; Kirzner 1999; Casson 2003; Krueger 2003), further research focusing on the relationship between organizational antecedents and the cognitive structure and dynamics
that foster CE appears warranted (Shepherd and Krueger
2002). Such an examination is vital in informing deliberate
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attempts to the potential corporate entrepreneurs. We now
turn our attention toward developing a psychosocial model
that seeks to inform the extant CE literature as to how a longterm strategic orientation may translate into entrepreneurial
venturing in the corporate context.We directly examine how
perceptions of management support, autonomy, time availability, organizational boundaries, rewards, and interest in
workplace innovation influence the individual’s cognitive
infrastructure—that is, perceptions of entrepreneurial selfefficacy and the desirability of entrepreneurial tasks and
activities.

A Psychosocial Model of Corporate
Entrepreneurial Potential
Due to its inherent volitional component, entrepreneurship
has been conceptualized as conscious, planned, and intentional behavior (Katz and Gartner 1988). Accordingly, constructing an intentions-based, decision-making model of the
potential corporate entrepreneur is consistent with previous
conceptualizations. In an effort to extend current theory, we
draw on Ajzen and Fishbein’s (1980) Theory of Planned
Behavior (TPB) and Shapero’s model of the entrepreneurial
event (1975) to gain insight into the cognitive infrastructure
of the potential entrepreneur in a corporate context.
According to the TPB,Ajzen and Fishbein (1980) state that a
person’s intention to perform an action is a function of a person’s beliefs toward performing the behavior and that person’s perception of the social pressures of either performing
or not performing the behavior. Shapero (1975) emphasizes
entrepreneurship as a choice among alternative behaviors
that wins out when the resulting behavior is perceived as
credible, meaning both desirable (I am interested in and have
a favorable attitude toward entrepreneurial behaviors) and
feasible (I have the talent, skills, and resources necessary to
bring the activity to fruition). Interestingly, empirical evidence from the study of 126 upper-division university students confronting career decisions suggests that perceived
credibility, perceived desirability, and propensity to act
explain well over half the variance in intentions toward
entrepreneurship (Krueger 1993).
When considering the TPB in the corporate entrepreneurial context, three pivotal attitudes that affect intentions are
understood through the inclusion of Shapero’s (1975) construct of credibility. The TPB posits: (1) attitude toward the
act, (2) social norms, and (3) perceived behavior control as
predictors of behavioral intentions. Attitude toward the act
and social norms both encircle perceived desirability while
perceived social control subsumes feasibility. Given the central research question in this investigation, we are primarily
interested in the degree to which employee perceptions are
influenced by resource allocation decisions of top management pertaining to organizational strategy and structure.

Employee perceptions (i.e., the potential corporate entrepreneur’s view of a complex outlay of alternative behaviors are,
in part, learned; Fishbein and Ajzen 1975) through managerial actions and attitudes. Consequently, employees can be
influenced by organizational antecedents that attend to the
perceived feasibility and desirability of the entrepreneurial
behaviors.
Figure 1 depicts our proposed psychosocial model of corporate entrepreneurial potential (PMCEP). Based on a comprehensive review of the CE literature, researchers have
begun developing assessment instruments focusing on the
identification of organizational dimensions significantly associated with successful entrepreneurial activity. Accordingly,
we adopted the dimensions suggested in the Corporate
Entrepreneurial Assessment Instrument (CEAI) for the purpose of developing the framework proposed in this investigation (Hornsby, Kuratko, and Zahra 2002). Our model extends
previous work by focusing explicitly on psychological states
that previous intentions-based research suggests are critical
to the initiation of entrepreneurial activity (Krueger 1993).To
avoid confusion with the CE vernacular, we point out that we
are analyzing entrepreneurial self-efficacy to address the construct of feasibility in a corporate setting. Hence the hypotheses will be worded to reflect this distinction. Because it does
not necessarily follow that the organizational antecedents

Management
Support

H1a (+)

H1b (+)

Autonomy/
Work Discretion
H1c (+)

Feasibility of
Entrepreneurial Behavior

Time
Availability
H1d (+)

Organizational
Boundaries

H2a (+)

Reward/
Reinforcement
H2b (+)

Desirability of
Entrepreneurial Behavior

Interest in Work
Innovation

Figure 1. A Psychosocial Model of Corporate
Entrepreneurial Potential (PMCEP)
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Figure 2. A Model of Corporate Entrepreneurship Strategy
(Ireland, Covin, and Kuratko 2005)
identified by the CEAI will impact an individual’s cognitive
capability as illustrated in the discussion above, adopting
such a measure also avoids the existence of a logical tautology. As will be discussed further in the development of specific hypotheses below, we postulate that the management
support, work discretion/autonomy, time availability, and
organizational boundary dimensions will be related to entrepreneurial self-efficacy, and the reward/reinforcement dimension will be related to the desirability of engaging in entrepreneurial behavior. Drawing on additional work examining
employee motivation and morale, we also considered interest
in work innovation (Patchen 1965), postulating that it would
be related to the desirability of engaging in entrepreneurial
behavior.
Because our intent is to add critical cognitive, psychological relationships to models of CE strategy to enrich the development, execution, and subsequent success of CE programs,
it is also important to note that our model is considered within the context of a broader, macro-based model of CE strate-

gy (see Figure 2).We adopted Ireland et al.’s (2005) CE strategy model as a backdrop for our CE potential model due to
its emphasis on CE activity as endogenous to the firm’s strategy and vision, and the understanding of CE as “organizationally reliant” on entrepreneurial behavior at multiple organizational levels. Ireland et al.’s model suggests that leader’s individual entrepreneurial cognitions and external environmental conditions (competitive intensity, technological change)
are the ignition for pursuing a CE strategy.The strategy itself
is manifested in three elements: (1) an entrepreneurial strategic vision, (2) a pro-entrepreneurship organizational architecture, and (3) entrepreneurial processes and behaviors pursued corporate-wide.The critical consequences are increased
competitive capacity and continuous strategic repositioning
in response to dynamic external conditions.
Given the increasing interest in understanding how large,
historically nonentrepreneurial companies may work to
become more innovative and creative, our intent was to
launch an exploratory study with a limited sample size in a
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very specific kind of organization—Accidentally Innovative
Organizations (AIOs)—as a foundation for more broad-based
and generalizable studies. According to Herbert and Brazeal
(1999), organizations can be categorized into four types: (1)
the entrepreneurially challenged organizations—firms
whose culture is not open to new ideas and risk-taking; (2)
AIOs—firms that rely on chance rather than intent for
improvement, modification, or innovative application to
products or services; (3) entrepreneurially oriented organizations—firms that focus on incremental improvements of
existing products; and (4) entrepreneurial organizations—
firms that focus on both incremental and radical innovation.
While the AIO firm does not necessarily seek to embed entrepreneurial tendencies into its culture, when it does stumble
across an incremental or radical improvement opportunity, it
is seized in an act of serendipity.Thus it does embrace some
cultural elements that allow for innovation to occur. Stated
somewhat differently, although the AIO firm may not actively
shun innovative activities, management may put “too much
faith on technical or technological skills as determining factors in market success” (p. 8).We are specifically interested in
the relationship between pro-entrepreneurial architectures
and the resulting entrepreneurial processes and behavior in
AIOs.
Under the category of pro-entrepreneurial architectures,
we are examining the role of the organizational elements as
pliable ingredients top managers can manipulate to promote
the enactment of entrepreneurial behaviors throughout the
organization. We are further inserting entrepreneurial selfefficacy and the desirability of key cultural pro-entrepreneurship organizational architectures as psychological factors
that constitute antecedent conditions of entrepreneurial
processes and behavior. To rejuvenate the organization
through opportunity recognition as Ireland et al. are suggesting, attention must be directed to the intentionality of entrepreneurial behaviors especially on the behalf of organizational participants that act as conduits for information processing, shepherding resources and creatively seeking innovation
solutions. Accordingly, our model contributes to the literature and the process of model building by fine-tuning the
human element of CE; how can organizational environments
influence middle managers to act on opportunities with volition and intention?

In Pursuit of Entrepreneurial Behaviors
Prior to the 1990s, employees in the corporate context were
not historically encouraged to behave entrepreneurially
(Bettis and Hitt 1995). Instead, the bureaucratic nature of
such environments left employees bound by tight supervision and rigid rules, leaving very little capacity for creative
thought. By contrast, today, the hallmark of an effective corporate environment is presumed to be the ability of top man-

agers to successfully inspire, encourage, and nurture
autonomous and creative entrepreneurial behaviors. This
involves providing an environment that attends to the creative-minded individuals’ need for autonomy, achievement,
and a desire for personal control (Sexton and Bowman-Upton
1986). It also involves attending to organizational characteristics such as incentive systems for innovations and organizational structures dedicated to new product ideas, and managerial support in the form of product champions and
resources in a strategically focused way (Sathe 1985; Hisrich
and Peters 1986; Kuratko, Montagno, and Hornsby 1990;
Covin and Slevin 1991). Such an environment encourages
accepted and expected entrepreneurial responses to environmental challenges (Russell and Russell 1992). Hence, we
posit the importance of top management intervention and
construction of intentional organizational antecedents that
inspire, as well as encourage an entrepreneurial mindset
throughout the entire firm. We now turn our attention
toward investigating how organizational antecedents might
act to inspire or awaken the entrepreneurial spirit in corporate participants.

Entrepreneurial Self-Efficacy: the Feasibility
of Corporate Entrepreneurship
As we have previously discussed, the perceived possibility of
a particular course of action, overlaps to a large extent with
Bandura’s (1986) notion of self-efficacy. Consequently, the
concept of self-efficacy offers the potential to offer insight
into the cognitive “black box” associated with entrepreneurial activity. Self-efficacy has been postulated to reflect an individual’s cognitive estimate of possessing the capability to
self-motivate, garner resources, and exercise autonomy over
desired outcomes (Wood and Bandura 1989). Individuals
high in self-efficacy have been observed to exhibit a strong
belief in their capabilities, choose challenging goals, invest
significant time in carefully selected activities, and persevere
in the face of insurmountable obstacles (Bandura 2000).
Similarly, empirical investigations have shown self-efficacy to
be a reliable cognitive mechanism that distinguishes patent
inventors who started businesses from those inventors who
did not start businesses (Markman, Balkin, and Baron 2002).
Given both the theoretical and empirical evidence, we argue
that the perception of a “can do” attitude should be expected
to be a crucial linking pin to entrepreneurial behaviors in
that it is likely to affect how they respond to their respective
organizational environments.
Covin and Slevin (1991) have argued that top managers
must create an organizational context that supports entrepreneurial behavior through structure, culture, resources, and
competencies. Similarly, the TPB and self-efficacy theory
would suggest that in any organizational setting, the feasibility of entrepreneurial behavior should reflect the extent to
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which employees believe they have, in their control, blueprints for innovative pursuits, sanctioning by immediate
supervisors, the ability to formulate tenable expectations
about market potential (Casson 2003), and the ability to persuade others that efforts to develop such potential is viable
(Ardichvili, Cardozo, and Ray 2003). For example, theorists
have argued that managers help employees “make sense” of
their actions by helping them to identify and understand
influential variables and the causal relationships between
them that make up the causal maps they develop and maintain (Weick 1979). Similarly, others have argued that strategic
behavior on the part of individuals can be fostered by managers demonstrating the willingness to facilitate entrepreneurial projects (e.g., Quinn 1985), and encouraging
autonomous risk taking and not punishing any subsequent
failures that result (e.g., Hisrich and Peters 1986). Theorists
have also argued that employees must perceive the availability of key resources such as time prior to pursuing innovative
activity (e.g., Sathe 1985; Hisrich and Peters 1986), as well as
internal structure that is perceived to promote or at least fail
to inhibit the communication of innovative activity across
organizational boundaries (e.g., Schuler 1986). Because middle managers play an important role as interpreters and disseminators of key strategic information throughout the
organization, their perception of the credibility of top manager’s efforts to make the resource commitments necessary to
foster entrepreneurial activity throughout the organization is
critical, particularly when such efforts are historically lacking. Stated more formally:
Hypothesis 1a: Perceived management support will be
positively related to entrepreneurial self-efficacy for
middle managers in the context of AIOs.
Hypothesis 1b: Perceived autonomy/work discretion
will be positively related to entrepreneurial self-efficacy for middle managers in the context of AIOs.
Hypothesis 1c: Perceived time availability will be positively related to entrepreneurial self efficacy for middle managers in the context of AIOs.
Hypothesis 1d: The perception of flexible organizational boundaries will be positively related to entrepreneurial self-efficacy for middle managers in the
context of AIOs.

The Desirability of Corporate
Entrepreneurship
The construct of perceived desirability embraces both organizational social norms and individual (employee) attitude
toward the act as designated by the TPB. Social norms include

a common understanding of the organization’s reward system. An employee’s desire to actively seek out and pursue
opportunities is often the result of a complex balancing of
risk and reward in the context of the organization’s reward
system (Stevenson and Jarrillo 1990). Presumably, the risk of
leaving one’s current position in the organization to pursue
new roles, even within the confines of an established organization, signifies rewards should be commensurate with the
relative immediate and career hazards such behaviors may
create.
Organizational leaders may orient themselves to meeting
the needs of creative individuals by fostering an entrepreneurial environment where managers are not only provided with
operational autonomy toward achieving innovation goals, but
also rewarded accordingly for engaging in such behavior
(Amabile 1997). For example, it has been argued that for
employees to be encouraged to think “outside of the box,”
managers must design and employ desirable reward systems
from an employee perspective. Such systems may include
extrinsic rewards such as cash bonuses, stock options, accelerated promotions and salaries, as well as intrinsic rewards, or
those that are nonfinancial in nature, such as public praise and
recognition (Block and Ornati 1987). Others have suggested
that structuring wholly self-contained new ventures nestled
within bureaucratic layers requires a reward system that
includes equity in the new venture with unlimited boundaries
for financial gain (Souder 1981; Kanter 1985). In sum, the literature suggests creative ways of behaving are not likely to
surface, even when they are deemed feasible, unless personal
rewards are perceived as more desirable than old, familiar
behavioral patterns (Ford and Gioia 1995).
Hypothesis 2a: Perceived organizational rewards will
be positively related to the desirability of entrepreneurial behavior for middle managers in the context
of AIOs.
In addition to creating a reward system that promotes entrepreneurial thinking, it would be expected that the desirability of engaging in entrepreneurial activity will depend at least
in part on the nature of the activity in the broader innovation
process. Organizational members are likely to find value in
entrepreneurial behaviors to the degree that they are interested in innovation (Russell and Russell 1992).They identify
and become interested in the organization through its mission and vision statements, the degree of challenge presented in the work and the degree to which the work environment is stimulating (Dess and Lumpkin 2003). Patchen
(1965) termed this “interest in work innovation.” Therefore,
we expect that where a high interest in innovation exists, a
high desirability for engaging in entrepreneurial behavior is
also likely to exist.
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Interestingly, although such a relationship may appear
intuitive at first blush, there is reason to believe that the relationship may not be as straight forward as it initially appears.
For example, attraction-selection-attrition theory would suggest that entrepreneurial types may avoid, or self-select out
of firms over time that do not seem to support entrepreneurial endeavors.Therefore, it is alternatively possible that very
little relationship will be found between these factors
because individuals with an interest in workplace innovation will have opted to self-select out of the AIOs comprising the sample in this investigation. However, given that
career “locked in” effects tend to increase as individuals
progress up the organizational hierarchy, we would expect
that there would be some significant latent interest for
entrepreneurial activity on the part of middle managers
based on their personal interests, regardless of the historical
nature of the respective CE strategic context in which they
operate.
Hypothesis 2b: Interest in work innovation will be
positively related to the desirability of entrepreneurial
behavior for middle managers in the context of AIOs.

Methods and Limitations
Sample Selection and Data Collection
Drawing on Herbert and Brazeal’s typology of the entrepreneurial (or lack thereof) nature of organizations, we identified three large (i.e., all companies had multibillion dollar revenues) companies in the utility, heavy equipment, and financial industries that were initially believed to reflect the AIO
categorization. In-depth interviews were conducted with
managers in these companies to ensure that each met the criteria for the aforementioned definition of an AIO. Preliminary
interviews and organizational assessments by the authors led
to the following specific observations that the organizations
composing our sample were indeed in accordance with the
AIO archetype:
1.While managers at various levels were not in denial of
the need for innovation (Entrepreneurially Challenged
Organization), no policies or processes, however minor,
were explicitly identified to be in existence that encouraged innovation. Similarly, managers of these firms indicated that explicit strategic intentions and initiatives, CE,
or corporate venturing programs exhorting serious commitments to innovation were absent (Entrepreneurially
Oriented Organization or Entrepreneurial Organization).
2.The potential for innovation did exist within each firm.
Specifically, there was some talk of successful innovations, but no systems or programs had been firmly
entrenched in the organizational environment at the
time of the interviews. In essence, they seemed to “happen by chance.”

While the serendipitous nature of such entrepreneurial
acts may ultimately lead to the “emergence”(Mintzberg 1973)
of a CE strategy, it has been argued that a more ideal
approach to developing an effective CE strategy for organizations operating in a tumultuous climate characterized by
rapid change is one that is premeditated and consciously
enacted entrepreneurial organizational environment
(Burgelman 1983).
In keeping with the individual as the primary unit of analysis in our research question and exploratory study, data were
obtained by distributing our Orientation to Innovation
Survey (OTIS)1 to middle managers of each organization.
While organizational participants at all levels certainly play
important roles in CE activities, Kuratko et al. (2005) have
argued the role of the middle-level manager might be most
vital for the execution and implementation of a CE strategy.
Moreover, their model highlights the importance of individual perceptions of organizational culture by middle managers
as critical toward influencing entrepreneurial behavior in
that middle-level managers are the conduit between the
strategic directions set by the TMT and operating-level managers and employees.They are often the champions of innovative programs and innovations, and, most certainly are the
gatekeepers, disseminators, and synthesizers of information.
This suggests that although the TMT may set strategy and procedure, middle managers may effectively impact each by
how and to what extent they choose to carry it out.
Consequently, as middle managers are referred to as the “harbingers of change” of organizations seeking to infuse their
systems with vision and creativity through influential decisions, focusing on these individuals as a primary level of
analysis in the present investigation appears warranted.
To select a sample of middle managers that represented
prospective conduits for innovation, top managers in the
selected companies were asked to identify middle management positions where there was the potential for, and/or evidence of, innovation. Examples of the middle manager positions identified under this criteria included the following:
Architectural Designer, Applications Developer, Project
Manager, Engineering Team Leader, and Investment Officer.
During the data collection process, we confirmed with the
participants that their organizational positions did indeed
encompass ample room for innovation, creativity, and entrepreneurial activities.
The industry and sample selection processes, while
thoughtful, do introduce the potential for bias in at least two
important forms. First, there is no doubt that in one sense the
sample selection procedure adopted has the potential to
inject a form of sample selection “bias,” which potentially
threatens external validity of the present results at some
level. Thus, we cannot say with certainty that the results
observed in this study are necessarily generalizable to all
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organizations meeting the aforementioned AIO criteria or
that they might extend to other industry settings. Second,
using the perceptions of top managers as a guide for identifying middle management positions with entrepreneurial
potential arguably introduces bias as well. In particular, it is
conceivable that there are alternative middle management
positions and individuals who actively practice innovation
unbeknown to, and not formally sanctioned by, top management. However, we were concerned with the notion that
some middle-management positions have little, if any history
of readily lending themselves to innovative activities.To confirm the accuracy of top management’s perceptions, preliminary interviews with the study participants were conducted.
In all cases, they confirmed a lack of consistent innovation
history, yet potential for entrepreneurial activities associated
with their respective middle- management positions.
We believe, however, that such sample selection methods
serve as an important means of extending current extant theory. In particular, given previous theory on employment
behavior associated with attraction-selection-attrition
(Schneider 1987), AIOs might be expected to consist disproportionately of individuals who are not naturally inclined to
engage in entrepreneurial activity. Moreover, AIOs, by definition, are at early stages of managerial attempts to bring about
cultural changes to inspire widespread entrepreneurial
behaviors and thus are not likely to have preexisting cultures
where entrepreneurial expectations are characterized as
such.Therefore, should the proposed associations be found,
our exploratory findings would serve as an important empirical foundation from which future research can assess further
the generalizability of the present theoretical arguments to
other contexts where substantive efforts are being put forth
to enhance the strategic CE potential of the organization.
In sum, we believe the present sample represents a
strength for extending the current understanding of CE precisely because of the limited and conservative nature of the
sample selection procedure. Specifically, this procedure
offers the potential to isolate the impact and establish the relative importance of previously identified organizational
antecedents during the initial stages of the entrepreneurial
decision formation process, while simultaneously controlling
for potential alternative explanations (e.g., industry differences, cultural differences, etc.). Hence, this research contributes to the CE literature because, prior to this study, organizational antecedents of CE activity have failed to consider
different types (i.e., archetypes) of organizations along the
previously discussed CE continuum. Stated differently, they
have not addressed the very plausible notion that different
organizational factors might take on varying levels of importance in organizations that are “awakening the entrepreneurial spirit” in contrast to those that already have processes and
procedures in place to actively support entrepreneurial activ-

ities. Thus, we believe the trade-off of this methodological
approach possesses inherent merit and makes an important
contribution to the extant CE literature given both the
nascency of CE theoretical development and the central
focus of the research question in this study.

Measures
Independent Variables
The independent variables included measures from the
Corporate Entrepreneurship Assessment Instrument2 (CEAI;
Hornsby, Kuratko, and Zahra 2002) and Interest in Work
Innovation Scale (IWIS)3 (Patchen 1965).The CEAI was developed explicitly to measure organizational factors proposed
to foster corporate entrepreneurial activity in previous
research. Similarly, the IWIS scale was developed to measure
innovation in general, and the propensity to engage in new
work methods. Negatively worded items were included to
offset potential response tendencies, but reverse scored during analyses to facilitate a more direct interpretation of
results.
Each of the five-point Likert-type scales, with responses
ranging from “strongly disagree” to “strongly agree,” has
been found to have high reliability in previous studies (e.g.,
Hornsby, Kuratko, and Bishop 2005). We used exploratory
factor analysis to refine the individual measures employed
in this study. Specifically, we used principle components
analysis with varimax rotation to reduce the initial list of
items. Items that loaded marginally on any one factor, or
cross-loaded significantly on multiple factors were deleted.
As a result, top management support was measured by three
items (a=.83); work discretion was measured by three items
(a=.88); time availability was measured by three items
(a=.77); organizational boundaries was measured by three
items (a=.74); rewards/reinforcement was measured by
three items (a=.61); and interest in workplace innovation
(a=.81).These reliabilities are consistent with those observed
by Kuratko, Montagno, and Hornsby (1990), and the factor
solution explained a total of 78.87 percent of the variation
among the items, both of which support the use of the truncated version of the CEAI scale employed in this study.Table
1 summarizes the measurement items for variable.

Dependent Variables
The entrepreneurial self-efficacy measure behavior was
measured using a seven-item scale based on the work of
Judge et al. (2005).This measure was amended for this study
to address self-efficacy with respect to novel and challenging
entrepreneurial activities. The Chronbach’s alpha for this
measure was .76.
The perceived desirability of entrepreneurial behavior
was measured using a four-item, seven-point Likert-type scale
with responses from “strongly agree” to “strongly disagree.”
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Table 1. Measurement Items for Variable
Variable
Management Support
1 (strongly disagree)–
5 (strongly agree)

Work Discretion
1 (strongly disagree)–
5 (strongly agree)
Time Availability
1 (strongly disagree)–
5 (strongly agree)

Question Text
1.
2.
3.
1.
2.
3.

I have the freedom to decide what I do on my job.
It is basically my own responsibility to decide how my job gets done.
I almost always get to decide what I do on my job.

1.

During the past three months, my workload kept me from spending
time on developing new ideas.
My job is structured so that I have very little to think about wider
organizational problems.
I feel that I am always working with time constraints on my job.

2.
3.
1.

Organizational Boundaries
1 (strongly disagree)–
5 (strongly agree)

2.
3.
1.

Reward/Reinforcement
1 (strongly disagree)–
5 (strongly agree)

My organization is quick to use improved work methods.
My organization is quick to use improved work methods that are
developed by workers.
Many top managers have been known for their experience with the
innovation process.

2.
3.
1.

2.

Interest in Work Innovation

3.

During the past year, my immediate supervisor discussed my work
performance with me frequently.
My job description clearly specifies that standards of performance on
which my job is evaluated.
I clearly know what level of work performance is expected from me
in terms of amount, quality and timelines of output.
My manager helps me get my work done by removing obstacles and
roadblocks.
My manager would tell his/her boss if my work was outstanding.
There is a lot of challenge in my job.
How often do you get chances to try out your own ideas on the job,
either before or after checking with your supervisor?
a. Several times a week or more
b. About once a week
c. Several times a month
d. About once a month
e. Less than once a month
How many times in the past year have you suggested to your
supervisor a different or better way of doing something on the job?
a. Never had occasion to do this during the past year
b. Once or twice
c. About five times
d. Six to 10 times
e. More than 10 times
How many times in the past year have your suggestions to your
supervisor for a different or better way of doing something on the job
been acted upon?
a. Never had occasion to do this during the past year
b. Once or twice
c. About five times
d. Six to 10 times
e. More than 10 times
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This measure was created for this study based on evidence
from previous research (e.g., Block and Ornati 1987) and
yielded a Chronbach’s alpha of .87.

agement support nor organizational boundaries were related
to perceived feasibility. Consequently, our results suggest support for hypotheses 1b and 1c, but no support for hypotheses 1a or 1d in the present population tested.
Are rewards or interest in innovation related to perceptions of the desirability of engaging in entrepreneurial behavior? To address this question, we again turn to multiple regression results presented in Table 3.The results of Model 2 show
that the answer to this question is again affirmative.
Specifically, interest in work innovation (b = .65, p < .01) was
significantly and positively related to the perceived desirability of engaging in entrepreneurial behavior, explaining 39
percent of the variation observed (i.e., R2). By contrast, the
use of organizational rewards was unrelated to perceived
desirability. Consequently, our results offer no support for
hypothesis 2a, but strong support for hypothesis 2b.

Analyses and Results
Table 2 presents the descriptive statistics and the correlations among the variables in our study. Perceived feasibility
was significantly and positively related to work discretion (r
= .337, p < .05) and time availability (r = .292, p < .05).The
univariate analyses reported in Table 2 also show that individuals reporting interest in work innovation tended to report
high desirability scores (r = .642, p < .01).
Are organizational antecedents related to perceptions of
the feasibility of engaging in entrepreneurial behavior? To
address this question, we employed multiple regressions to
test hypotheses 1a through 1d. Multiple regression results
presented in Table 3 show that the answer to this question is
affirmative.As shown in Model 1, work discretion (b = .35, p
< .01) and time availability (b = .20, p < .10) were significantly and positively related to the perceived feasibility of engaging in entrepreneurial behavior, explaining 14 percent of the
variation observed (i.e., R2). A p-value of .10 was selected as
our level of significance for two reasons: (1) we were sensitive to reducing the possibility of a Type II error in a field
study where the variables are complex and interrelated and
(2) our sample size is small, decreasing the likelihood of teasing out statistically significant and theoretically meaningful
results. Sauley and Bedeian (1989) argue that the aptness of a
specific level of significance should be based on considerations such as sample size (p. 339). By contrast, neither man-

Discussions and Implications
Past work has shown that various organizational antecedents
may be related to the level of entrepreneurial activity in the
corporate environment, but the theoretical rationale for the
relationship has remained less than fully explored.This work
has presumed that individuals within the corporate setting
will respond directly to management’s purposeful attempts
to promote the strategic engagement in entrepreneurial decision-making activities, processes and practices, yet little
research has directly considered how these potential influences relate to the cognitive structure and psychological
processes underlying such activity. In this exploratory study,
we sought to take a step toward extending previous theory

Table 2. Descriptive Statistics and Correlations
Mean
1. Feasibility

5.98

2. Desirability

5.54

3. Management Support

2.76

4. Work Discretion

3.20

5. Time Availability

2.82

6. Organizational Boundaries

3.33

7. Rewords/Reinforcement

3.42

8. Interest in Work Innovation

2.50

s.d.
.67
1.14

1

2

3

4

5

6

.191
-.183

.225

1.06

.337b

.109

.191

.99

.292b

.123

-.239a

.160

-.004

-.152

.271a

.189

-.036

.163

.169

.339b

.446c

-.075

.440c

.216

.642c

.356b

.476c

.171

.124

.98

.86
.79
1.00

7

.294b

a. p<.10
b. p<.05
c. p<.01
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and research by focusing explicitly on how top managers
may leverage or prioritize current organizational resources
and support mechanisms to awaken the entrepreneurial spirit in a corporate setting. Specifically, we explicitly examined
how perceptions of management support, autonomy, time
availability, organizational boundaries, rewards, and interest
in workplace innovation are related to entrepreneurial selfefficacy and the likelihood that entrepreneurial activity will
be perceived as desirable by corporate organizational participants.
Due to its inherent volitional component, entrepreneurship has been conceptualized as consciously, planned, and
intentional behavior (Katz and Gartner 1988). Accordingly,
from a theoretical perspective the current study makes an
important contribution toward extending the current understanding of which organizational factors can prompt middle
managers in historically nonentrepreneurial companies
toward engaging in such activity. Our results suggest that in
the organizations we tested (i.e., “accidentally innovative”;
Herbert and Brazeal 1999), providing individuals with discretion over their work and time are important to inducing
entrepreneurial self-efficacy; that is, beliefs in one’s capabili-

ties to undertake entrepreneurial activities. Similarly, identifying those individuals who have an interest in work innovation is important to understanding which individuals are likely to perceive engaging in entrepreneurial behavior as desirable. Consistent with our underlying premise, the results of
this exploratory investigation suggest that understanding
more precisely how cognition operates to impact the intentional decision to engage in corporate entrepreneurial activity is important to extending existing theory, and ultimately to
providing prescriptive guidance to practitioners. For example, future research might consider if work discretion is simply important to self-efficacy, or perceived capabilities to
engage in innovative or entrepreneurial activity, or because it
combines with other aspects of decision-making that jointly
produce such activity.
Interestingly, and in contrast to previous studies (e.g.,
Hornsby, Kuratko, and Bishop 2005) and our hypotheses, the
present results suggest that perceptions of management support and rewards increasingly argued to encourage entrepreneurial activity in such organizations demonstrated no significant relationship to either entrepreneurial self-efficacy or
desirability of engaging in such activity. We speculate that

Table 3. Results of Regression Analysis for Feasibility and Desirabilitya
Variable
Management Support
Work Discretion
Time Availability
Organizational Boundaries

Model 1: Feasibility

Model 2: Desirability

-.20
.35d
.19b
- .01

Rewards/Reinforcement
Interest in Work Innovation
F
2.91c
Adjusted R2
.14
n = 60; Values in table are standardized regression coefficients.

-.02
.65e
16.16e
.39

a. Following Stevens (2000), we examined the variance inflation factors (VIF) to assess whether there is a strong linear
association between each predictor and all remaining predictors (i.e., to evaluate the potential for multicollinearity
effects). The results of this examination strongly suggest that the regression results do not reflect any bias due to
multicollinearity.
b. p<.10
c. p<.05
d. p< .01
e. p <.001
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there are three possibilities for such a finding. First, it is possible that such factors are simply ineffective in organizations
that are characterized as accidentally innovative because
such factors simply lack credibility in the eyes of middle managers. For example, it is possible that middle managers
remain somewhat skeptical of top management attempts to
support entrepreneurial behavior directly in AIOs, whereas in
other types of organizations such efforts could be perceived
as more genuinely intentioned. Second, and given both
employment theory on attraction-selection-attrition and the
age of the organizations in our sample, it is also possible that
the makeup of middle management in the sample reflects
some sort of systematic source of bias with respect to the
theoretical relationships proposed here. For example, it
remains possible that the makeup of middle management
that would normally be likely respond to such factors have
simply elected to move on to organizations at other points on
the organizational entrepreneurial continuum. In short, it
remains possible that our sample contains some as yet
unspecified source of bias that is important for future
research to consider.
However, given previous process-oriented research focusing on the relationship between strategic management and
CE (e.g., Burgelman 1983), we speculate that the present
findings may suggest a third important possibility.
Specifically, it is possible that the present findings suggest
that a greater degree of complexity may exist with respect to
the nature of organizational influences on the entrepreneurial process, than presumed in previous CE research. For
example, it may be that there are important, yet unspecified
to date, contingencies that govern the relationships proposed
in this and previous research. Time availability, for instance,
may be very important in the early stages of top management’s attempt to encourage, or “sow the seeds” of an effective entrepreneurial CE strategy, whereas management support and extrinsic rewards might combine with, or even
replace such a factor once such a strategy has “garnered traction among the ranks.” It is also possible that some minimum
combination of factors may be necessary for individuals to
cross the critical threshold for believing in their own capabilities to the extent that they seek out entrepreneurial activity,
or to attract those that would otherwise maintain both the
desire and belief in their capability for doing so.
Consequently, our results suggest some interesting avenues
for future research and theoretical development. Specifically,
they suggest the need for researchers to investigate the
potential for relative differences in factors across strategic CE
contexts, the potential for important combinations among
organizational factors, and the potential for variations of factors and factor combinations over time.
We also found that possessing an interest in work innovation is strongly related to perceived desirability of engaging

in entrepreneurial behaviors.This finding fits neatly into theory on the entrepreneurial mindset whereby entrepreneurs
are often motivated by the intrinsic internal value of starting
their own business rather than for the potential for large
financial gains. In fact, money or financial rewards is a crude
measuring stick for success for the entrepreneur rather than
an end in itself (Timmons and Spinelli 2004). Many entrepreneurs are driven by achievement motivation (Shaver and
Scott 1991) as opposed to financial rewards, which are a natural byproduct of success (Scarborough and Zimmerer
2003).Thus intrinsic rewards seem to be critical to the entrepreneurial mindset. Additionally, creativity, innovation, and
entrepreneurship appear to largely be self-motivational in
nature, meaning entrepreneurs tend to pursue idea generation and exploitation because they have a desire for it.Thus
it is intrinsically motivating and enriching to one’s professional life and career goals.
This latter result suggests that it is almost as if the entrepreneur has no choice in one sense. Sir Edmund Hillary climbed
Mount Everest because “it is there,” or because he essentially
had no choice in his desire for conquering the mountain.
Entrepreneurs want to pursue the idea because it is a burning
motivation in their consciousness and psyche. Although outside the scope of our statistical analysis capability in this
study, we speculate that work discretion and interest in work
innovation might work synergistically, in that identifying interested parties (i.e.,“budding entrepreneurs”) and giving them
autonomy to pursue independent projects tied to strategic
objectives might be a common underlying basis for corporate
artistry and innovation.This observation may be a particularly
compelling argument for our sample of AIOs as, by definition,
they are poised at the very early stages of enacting cultural
changes to inspire entrepreneurial behaviors.
By its very nature, the field of corporate entrepreneurship
is a pragmatic field of inquiry. Our results have several practical implications for managers seeking to make their organizations more entrepreneurial. First and foremost, our results
suggest that managers in organizations that do not historically have, but want to have employees more widely, willingly,
and autonomously engaged in entrepreneurial activity
should focus their efforts first on freeing existing employees
from inhibiting perceptions of institutional constraints. For
example, managers in organization’s characterized by low
levels of existing entrepreneurial activity should publicly
acknowledge and emphasize their intent to shift the culture
of the venture toward creating a climate where more entrepreneurial activity is perceived as feasible, or emphasizing a
“can do” attitude toward innovative activities. To reinforce
this commitment, they should then focus explicitly on
enabling such activity by providing some correspondingly
appropriate amount of “free”time for employees to choose to
engage in such activity. Alternatively, our results suggest that
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top managers might consider giving self-selected entrepreneurial employees the reins, loosely held but still attached to
corporate visions and goals. In other words, let potential
entrepreneurs “dare to dream,” either on their own or
through organizational structures (e.g., skunkworks) that
have been shown to facilitating such activity (Peters and
Waterman 1982).
The second significant finding is than an interest in work
innovation, rather than in interest in purely financial rewards,
is related to the perceived desirability of innovative behaviors in accidentally innovative organizations.This finding suggests that relying solely or predominantly on extrinsic
rewards to entice dormant entrepreneurs may not always be
effective. By implication, managers may seek to employ programs that encourage self-motivated employees to choose
novel activities and construct autonomous role sets.
Managers might also seek to explore such interests as part of
the candidate search process. In doing so, managers should
help direct potential entrepreneurs natural inclinations
toward a more appropriate fit of the company’s overall strategic goals.Though it is the case that entrepreneurs such as Bill

Gates or Richard Branson would probably not be found within the middle ranks of the organizational hierarchy in corporate America, entrepreneurially oriented individuals might. In
a study of “entrepreneurial potential,” it was found that the
majority of individuals in the companies surveyed demonstrated a strong interest in work innovation (Krueger and
Brazeal 1994).

Conclusion
As researchers, we celebrate the potential of cognitive theory to extend insight into important dimensions of the entrepreneurial decision-making process within the corporate
context. It offers us hope and direction for moving beyond
Pavlovian thinking and unsubstantiated presumptions of previous work hoping to enlighten and inspire managers in their
quest to foster entrepreneurial behavior as they seek to create value in their respective organizations. We contend that
the first step in such efforts is to recognize, and indeed
embrace, the volitional element of organizational member
thinking as action plans for making the organization more
entrepreneurial are formulated.

Endnotes
1. OTIS consists of Likert-like measures validated in previous studies, as well as measures created specifically for this study. Dimensions and statistical characteristics
of this scale are discussed in greater detail in the Measures section.
2.The CEAI scale was developed as a measure of the perceived environment as it relates to fostering entrepreneurship. It assesses the respondent’s perception of
five specific factors found to characterize an innovative environment.The five dimensions, and their corresponding Chronbach’s alpha reliability statistics are management support (.89), work discretion (.80), rewards/reinforcement (.65), time availability (.92), and organizational boundaries (.58).
3. Patchen’s (1965) Interest in Work Innovation scale is a long-established scale with good demonstrated reliability and validity (Utsch, Rauch, Rothfufs, and Frese
1999). Consistent with numerous studies, this measure demonstrated more than adequate reliability (Chronbach‚s alpha = .81) as suggested by psychometric theory (Nunnally 1978).
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The Impact of Screening Criteria
on Entrepreneurship Research
Gregory B. Murphy
Robert Hill
ntrepreneurship researchers use various types of
screening criteria to select samples for study. In that
selecting these criteria is, in effect, choosing a definition or model of entrepreneurship, the consequences are
immense and have had a direct impact on the generalizability of research and theory development in our field.The
purpose of this study is to help entrepreneurship
researchers better understand these consequences and,
thereby, improve our understanding of entrepreneurial
phenomenon. Four of the most commonly used screening
criteria are included in this study: firm age, firm size, firm
growth, and innovation. Based on a sample of 368 manufacturing firms, the results indicate that few firms fit all or
even most of the considered screening criteria and independent-dependent variable relationships vary considerably by screening criteria selection.

E

Entrepreneurship is an important phenomenon in the U.S.
and world economies.As a result, it has also become of great
importance in academic research. Many articles on the subject begin by citing impressive statistics about job creation,
innovation, and general economic development as a result of
entrepreneurial efforts. Despite the importance of entrepreneurship and the growing volume of research in entrepreneurship, there are still important issues to be addressed that
could significantly affect the young, developing field (Ireland,
Reutzel, and Webb 2005; Kickul, Krueger, and Maxfield 2005).
Moreover, research on many of the important issues has yielded mixed results. An oft-cited cause for such results is the
variance in research methodology from study to study
(Cooper and Dunkelberg 1987;Vanderwerf and Brush 1989).
One of the more fundamental differences between studies is
sample selection.At issue is whether our research results vary
depending on the screening criteria we employ to select a
sample of firms that are “entrepreneurial.” For example, do
studies looking at the effects of planning on profitability have
varying results depending on whether the samples studied
were of small,new,high-growth,or innovative firms? The question is an important one for the field. Mixed research results
make it difficult to develop sound theory and provide meaningful insights to practicing entrepreneurs. Moreover, the ability to generalize from our findings is greatly inhibited.
To address this question, a study of 368 manufacturing
firms was conducted. As anticipated, the relationships
between dependent and independent variables did vary

depending on the criteria used in sample selection. The following sections begin with a general discussion of the literature on the potential impacts of research methodology on
the results of entrepreneurship research. Next, we provide a
discussion of the literature on the various screening criteria
used in entrepreneurship research and an in-depth look at a
few of the most popular approaches. Finally, we discuss the
results, findings, and implications of this study.

Potential Impacts on Research Methodology
In the late 1980s, a number of prominent scholars called attention to basic problems with research methods being used in
entrepreneurship research (see for example, Bygrave 1989;
Cooper and Dunkelberg 1987; Vanderwerf and Brush 1989).
Specifically, Vanderwerf and Brush (1989) pointed out that
authors were not carefully specifying and communicating the
screening criteria used to select their samples of entrepreneurs or entrepreneurial firms. Clearly, considerable improvement has been made in entrepreneurship research since that
observation (Chandler and Lyon 2001). However, research
methods remain an important issue for the advancement of
the still young field. Note, for example the Fall 2005 special
issue of the New England Journal of Entrepreneurship was
devoted to measurement issues in entrepreneurship studies.
Vanderwerf and Brush (1989: 46–48) reviewed the development of five fields of science (magnetism, physical chemistry, X-ray crystallography, radio astronomy, and physical biology) and concluded that each field initially was characterized
by “disagreements and shifts in opinion on precisely what
entities or phenomenon should be included.” Despite these
disagreements, research in each of the fields converged on
“one or a few distinct populations.” Following this convergence, each field experienced more rapid development, perhaps, according to Vanderwerf and Brush (1989), because
there was “more synergy among the separate studies performed by different investigators.”Interestingly, after each discipline experienced rapid development as a result of narrowing their focus, each discipline then expanded the range of
populations considered.
Vanderwerf and Brush (1989) and Ireland, Reutzel, and
Webb (2005) all agree that entrepreneurship as a field is still
in its early stages of development.To accelerate development
in the field of entrepreneurship, Vanderwerf and Brush
(1989) suggested that rather than imposing a definition of
entrepreneurship on the field with its associated screening
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variable(s), authors should carefully specify their samples.
Vanderwerf and Brush (1989: 52) pointed out that careful
specification would “facilitate decisions by researchers about
populations they want to study by making the alternatives
more precise and explicit” and “facilitate the later use of the
data generated.”
Although entrepreneurship researchers are now more
likely to communicate the screening variables used to arrive
at their sample of entrepreneurial firms, the empirical literature has not adequately considered the effects of using different screening criteria. Common screening criteria variables
have been studied as moderators, effectively capturing information on resulting differences within a screening criterion
(examples include: small vs. large firms, new vs. established
firms). Randolph, Sapienza, and Watson (1991) noted different results for small young firms and small high-growth firms
in the link between technology-structure fit and firm performance. However, the majority of the literature has paid little attention to differences between screening variables (size
vs. age versus growth vs. innovation). As Vanderwerf and
Brush (1989) noted, this issue is important in facilitating
cross-study comparisons and accelerating the rate of
progress in the field. The dilemma for the field of entrepreneurship regarding the issue of screening criteria is in understanding when and how the use of different screening criteria are consistent and when they are not.
When entrepreneurship researchers use different screening criteria to define, identify, and select desired samples, a
potential source of inconsistency is introduced, but only to
the extent that differences in screening criteria lead to different samples that produce different results. From a practical
theory building perspective, the use of different screening
criteria presents a serious cause for caution when they result
in different samples that produce differential effects on
research outcomes. The logic supporting this assertion is
identical to that underlying past research investigating the
effects of sample source selection. The use of different
sources to identify samples for entrepreneurship research
(such as Dun & Bradstreet, telephone directories, chambers
of commerce, state ES 202 and sales tax files, directories of
manufacturing and wholesaling, etc.) has created the potential for inconsistencies in the literature. Empirically, different
sources such as those listed above have been shown to lead
to samples that do not cleanly overlap and are systematically
different on important characteristic variables (Aldrich et al.
1989; Birley 1986; Busenitz and Murphy 1996; Kalleberg et al.
1990). Murphy (2002) extended this line of research to show
that the use of different sample sources could result in different independent-dependent variable relationships. Although
the effects of using different sample sources on entrepreneurship research outcomes have been explored, the effects
of using different screening criteria on entrepreneurship

research outcomes have largely been ignored. This article
investigates this issue by examining four common and important screening criteria to entrepreneurship research: firm
age, firm size, firm growth, and innovation.

Using Screening Criteria in
Entrepreneurship Research
Entrepreneurship researchers employ screening criteria to
select samples that match the specific focus on the given
research project. For example, screening on firm age is logically employed when the research focuses on start-up or
early firm development activities. Screening criteria are also
employed when the focus of the research does not correlate
to the selection of an obvious screening criterion. For example, research on gender differences between male and female
owners of “entrepreneurial” ventures could use any number
of screening criteria to arrive at a sample of interest: firm
size, firm age, founder status, etc. Likewise, research on entrepreneurial orientation and family business could employ a
variety of different criteria to arrive at a sample of interest.To
demonstrate this point, Ensley and Pearson’s (2005) study of
family firms screened on new ventures (firm age) while
Chrisman, Chua, and Litz’s (2004) study of family firms
screened on small firms (firm size).
A wide variety of screening criteria are used in the entrepreneurship literature (Vanderwerf and Brush 1989; Murphy
1996). Some screening criteria focus on the firm (examples
include firm age and firm size) while others focus on the person (such as founder or owner/operator). While examining
the effects of selecting samples based on the person is important, in the interest of parsimony, the focus of this article is on
commonly used firm level screening variables. In particular,
four firm level screening criteria variables are considered:
firm age, firm size, firm growth, and innovation.While innovation can also be considered a personal variable, a considerable amount of research has focused on innovation at the
firm level.
Vanderwerf and Brush (1989) and Murphy (1996) examined the frequency of use of firm level screening criteria and
concluded that firm age and firm size were the most commonly used screening measures. The existing research also
suggests that firm growth and innovation are common and
important screening criteria.To update the likely use of firm
age, firm size, firm growth, and innovation as screening criteria in the published literature, a search of Business Source
Premier was conducted on corresponding keywords. The
search considered papers published in any of the following
journals: Entrepreneurship, Theory and Practice; Journal of
Business Venturing; Journal of Small Business
Management; Small Business Economics; Journal of
Developmental
Entrepreneurship;
Academy
of
Management Journal; or Strategic Management Journal.
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The results of the search, conducted in April 2006 are presented in Table 1.“New business” and “new firm” were used
as search phrases for firm age.“Small business” was used as a
search phrase for firm size, except for papers in the Journal
of Small Business Management and Small Business
Economics which used “small firm,”“small venture,” or “small
enterprise” (since small business was in the journal title).
“Firm growth” and “business growth” were used as keywords
for firm growth. “Venture capital” and “IPO” were then
searched for, since it is typically assumed that venture capital
backed firms and firms that undergo IPOs are growth oriented (Florin, Lubatkin, and Schulze 2003). Finally,“innovation”
was used as a keyword. Interestingly, innovation appears to
have more of a focus in the mainstream strategy and management literatures than it does in dedicated entrepreneurship
journals. Specifically, many of these papers focus on Austrian
economics as their basis for innovation and subsequently for
entrepreneurship.

Firm Age
Firm age is the most commonly used screening criteria in
entrepreneurship research. Of the 52 papers published in the
1987 and 1988 Frontiers of Entrepreneurship Research, 11
defined their sample as entrepreneurial based on the fact that
they had been recently created (Vanderwerf and Brush
1989). Murphy (1996) reviewed empirical articles on entrepreneurial performance published between 1987 and 1996
in the Journal of Business Venturing; Entrepreneurship,
Theory and Practice; Journal of Small Business
Management; Academy of Management Journal;
Administrative Science Quarterly; and Strategic
Management Journal. Of the 99 articles reviewed, 38 used
firm age as a screening criterion. Table 1 also confirms that
firm age remains a focal point in entrepreneurship research.
In general, most authors explicitly or implicitly suggest
that young firms are more entrepreneurial than older firms.
Screening samples on age is likely to be done when
researchers are investigating new firm founding.Also, as previously mentioned, firm age is likely to be used as a screening
criterion when the focal topic does not logically fit the
choice of another screening criterion. Recent examples of
researchers focusing on firm age as a screening criterion are
numerous and include, for example, studies of signaling and
legitimacy (Busenitz, Fiet, and Moesel 2005; Delmar and
Shane 2004; Reuber and Fischer 2005) and studies of management teams (Amason, Shrader, and Tompson 2006; Chandler,
Honig, and Wiklund 2005; Ensley and Pearson 2005).

Firm Size
Firm size has been frequently used as a screening criterion in
entrepreneurship research (Murphy 1996; Vanderwerf and
Brush 1989). In the 99 studies examined by Murphy (1996),

size was used as a screening criterion 32 times. As Table 1
shows, firm size is still a central focus in the entrepreneurship literature. In fact, multiple journals carry the words
“small business” in their title (examples include Journal of
Small Business Management, Small Business Economics,
Journal of Small Business Strategy, and International Small
Business Journal). Examples of recent research using firm
size as a screening criterion are also numerous and include,
for example, studies of small family firms (Chrisman, Chua,
and Litz 2004) and competitive strategies of small firms
(Brouthers and Nakos 2004; Ebben and Johnson 2005).
Many researchers and policy makers view small businesses as being clearly distinct from larger firms. The Small
Business Administration, for example, uses size standards to
determine eligibility for assistance. Some researchers consider small business management to be a distinct field from
“entrepreneurship” (often those who view entrepreneurship
as the domain of growth- oriented enterprises); others, however, consider small businesses to be a critical part of the
domain of entrepreneurship. Small business, for example, is
explicitly included in the domain statement of the
Entrepreneurship Division of the Academy of Management.
Randolph, Sapienza, and Watson (1991) noted that small businesses may have more in common than distinct from other
“entrepreneurial” firms since small firms, young firm, and
high-growth firms are all associated with early stages of the
life-cycle. Small firms are also assumed to be more flexible
and risk-taking than larger firms and should as a result, be
more innovative (Chen and Hambrick 1995; Randolph,
Sapienza, and Watson 1991).

Firm Growth
Much of the entrepreneurship literature focuses on growth
as a critical criterion. The Winter, 1997 issue of
Entrepreneurship, Theory and Practice, for example, was
devoted to the related issues of time and growth in entrepreneurial firms. A number of authors have focused their attention on special challenges faced by rapid-growth firms
(Barringer, Jones, and Lewis 1998; Fischer et al. 1997; Sexton
et al. 1997; Slevin and Covin 1997).
Although growth is frequently used as a performance
measure in entrepreneurship research, it is also often used as
a screening criterion. Recent examples of researchers focusing on growth as a screening criterion include work on managerial capacity (Barringer and Jones 2004) and absorptive
capacity (Jianwen, Welsch, and Stoica 2003). While highgrowth ventures are often the direct focus of a research
paper (see for example, Florin, Lubatkin, and Schulze 2003),
high-growth samples are often drawn indirectly as a result of
focusing on highly correlated phenomenon. Researchers
focusing on venture capital influence, for instance, tend to
logically focus on high-growth companies. Likewise, research

THE IMPACT OF SCREENING CRITERIA ON ENTREPRENEURSHIP RESEARCH 29

Published by DigitalCommons@SHU, 2008

29

New England Journal of Entrepreneurship, Vol. 11 [2008], No. 1, Art. 1

Table 1. Search Results in Business Source Premier for Screening Criteria (April 3, 2006)

Firm Age
(New Bus.)

Firm Size
(Small Bus.)

126
108
57
48
12
15
36

95
52
174*
86*
48
10
18

Entrepreneurship, Theory and Practice
Journal of Business Venturing
Journal of Small Business Management
Small Business Economics
Journal of Developmental Entrepreneurship
Academy of Management Journal
Strategic Management Journal

Firm
Growth
IPO or VC
10
52
11
108
20
43
7
13
1
0
5
8
9
17

Innovation

47
36
48
67
5
90
142

*Searched for “small firm,”“small venture,” and “small enterprise.”

Table 2. Descriptive Statistics of the Subsamples and Correlations
Mean
Youngest
Firm Age
Smallest
FTE Employees
Annual Sales
Total Assets
Fastest Growth
% Change in Sales
Absolute Change in Sales
% Change in Employees
Absolute Change in Employees
Most Innovative
Offers New Products
Offers Different Products
Superior Technology
Opportunity Recognition Skills

S.D.

Youngest

6.6

3.2

4.0
$345,991
$172,454

2.7
$337,953
$239,427

Smallest

Fastest
Growth

**.17

89.5%
$1,149,554
89.6%
10.3
4.4
4.5
.7
12.9

**.16

**-.27

.06

.01

117.5%
$1,416,438
151.8%
14.6
*.11

.6
.6
.8
2.3

* = p<.05, ** = p<.01
on the initial public offering process logically focuses on
high-growth firms (e.g., Florin, Lubatkin, and Schulze 2003;
Welbourne and Cyr 1999).

Innovation
Innovation is still considered by many to be the essence of
entrepreneurship.As stated by Drucker (1998) “innovation is
the specific function of entrepreneurship, whether in an
existing business, a public service institution, or a new venture started by a lone individual in the family kitchen.”

Drucker (1998: 150) goes on to state that the term entrepreneurship “refers not to an enterprise’s size or age but to a certain kind of activity.”
Innovative samples are often arrived at indirectly by screening on industries that are believed to be innovative (Ireland,
Reutzel, and Webb 2005; Vanderwerf and Brush 1989).
Vanderwerf and Brush (1989) and Murphy (1996) noted that
industry is often used as a screening variable. Zahra, Ireland,
and Hitt (2000) noted the importance of studying high-technology firms given their impact on innovativeness.Lawless and
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Anderson (1996) noted the microcomputer industry’s impact
on innovation. Other examples of research in the entrepreneurship literature focusing on high-tech industries include
Shrader (2001) and Atuahene-Gima and Li (2004).

Sample, Methodology, and Results
Data used in this study were part of a larger study on firm
level performance. Data were gathered from a sample of
Harris County, Texas, new and/or small manufacturing businesses listed in the Dun & Bradstreet Regional DirectoryHouston, the Directory of Texas Manufacturers, or the State of
Texas Sales Tax Files.To reduce interindustry effects, manufacturing firms in SIC codes 27 (printing and allied industries),28
(chemicals and allied products), 30 (rubber and plastic manufactured products), 34 (metal fabricating), 35 (machinery
manufacturing), 36 (electrical and electronic products manufacturing), and 38 (measuring, analyzing, and controlling
instruments) were selected for the study. The sampled firms
(1) were privately and independently owned, and (2) were
less than five years old, or had fewer than 500 employees.The
results of this study should not, therefore, be generalized to
corporate ventures.Additionally, since growth rates and measures of innovation were not available in each of the sample
sources, appropriate variances in growth rates and innovation
for this study are dependent on the respondent firms.Table 2
shows that the subsample of high-growth firms did in fact
experience high growth (average of more than 87% two-year
growth in sales) and that the innovation subsample did report
high values for the markers of innovation.
The basics of the Dillman (1978) approach to survey
design and mail-out procedure were followed.Two full mailouts and a postcard reminder mail-out were used. Of the
1,696 firms eligible to respond, usable responses were
returned by 368 of the businesses, yielding a 21.7 percent
response rate.
Tests for response bias on multiple characteristic variables
revealed that respondents’ firms were slightly smaller than
nonrespondents’. Respondents identified by the Sales Tax
Files also indicated that their firms were older than data
reported by the Sales Tax Files.The difference is likely due to
measurement issues. Date of first sale was used to establish
the age of the business in the survey, while the Sales Tax Files
provide data on the date of sales tax number issue. Busenitz
and Murphy (1996) found that the Sales Tax Files reported
the age of the business accurately 71.7 percent of the time.
The remaining 28.3 percent may be capable of significantly
biasing the reported age of the business. Also, Busenitz and
Murphy (1996) considered a recently purchased business as
being new, while this study considered the date of the original sale independent of changes in ownership.As businesses
are typically issued a new sales tax numbers when a change
in ownership occurs, the likelihood of a large difference

between the date of sales tax number issue and the date the
business had its first sale increases.

Screening Criteria Variables
Four different screening criteria are tested in this study: firm
age, firm size, firm growth, and innovation. To measure firm
age, respondents were asked to identify the month and year
that the business had its first sale. The log of the length in
time from the reported first sale to the month the data was
gathered for this study is the measure of age used in this
study.
Three markers of firm size were used in this study: number of full time equivalent employees (log), annual sales volume (square root), and total assets (log). Factor analysis, using
Varimax rotation, revealed one common factor that explained
more than 83 percent of the variance in the three markers of
size and had an eigenvalue of 2.5.The individual factor loadings were .92 for annual sales, .92 for total assets, and .90 for
number of employees. The resulting factor is used throughout the remainder of the study as the size criterion variable.
Four markers of growth were used in this study: two-year
percentage change in sales (square root), two-year absolute
change in sales (square root), two-year percentage change in
employees (log), and two-year absolute change in employees
(square root). Factor analysis, using Varimax rotation, revealed
one factor that explained more than 59 percent of the variance in the four measures and had an eigenvalue of 2.36.The
individual factor loadings were .83 for percentage growth in
employees, .79 for absolute growth in employees, .79 for percentage growth in sales, and .65 for absolute growth in sales.
The resulting factor is used throughout the remainder of the
study as the growth criterion variable.
Four markers of innovation were used in this study: the
extent that the firm offers new products, the extent that the
firm offers different or specialty products, the importance of
superior technology to the business, and the owner’s selfreported opportunity recognition skills. Respondents were
asked to indicate, on a five-point Likert-type scale, the extent
that their business, compared to its competitors, offers new
products. The extent to which a business offers different or
specialty products was measured in a like manner.The importance of superior technology was measured by asking
respondents to identify and rank the three most important
resources of their business from a list of 11 items (superior
technology was one of the 11). If the respondent indicated
that superior technology was the most important resource of
the business, superior technology was coded with a three. If
the respondent indicated that superior technology was the
second most important resource of the business, superior
technology was coded with a two.And if it was identified as
the third most important resource, it was coded with a one.
To measure the owner’s opportunity recognition skills, items
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from Chandler and Jansen’s (1992) self-reported competency
scale were used. In particular, three items were used that
asked respondents to rate their ability on a five-point Likert
type scale to “identify products people want,” to “detect
unmet consumer needs,” and to “identify products that provide real benefits to consumers.” The reliability of the scale
was found to be .78.The three responses were then summed
to form an overall opportunity recognition score. Factor
analysis, using Varimax rotation, revealed a single factor with
an eigenvalue of 1.83 that explained more than 45 percent of
the variance in the four innovation markers. Individual factor
loadings were .85 for offers new products, .78 for offers different products, .52 for opportunity recognition competency,
and .49 for technology as a primary resource. The resulting
factor is used throughout the remainder of the study as the
innovation criterion variable.Table 3 shows the correlations
between the screening criteria variables for the full sample.

Subsample Analysis
Subsamples of each screening criterion were taken by selecting the 150 observations that most closely fit the typical definition of entrepreneurship.The formed subsamples were
1. age—the youngest 150 firms,
2. size—the 150 smallest firms,
3. growth—the 150 firms with the greatest two-year historical growth in sales and employees, and
4. innovation—the 150 most innovative firms.
Selecting 150 firms ensured that each subsample was
above average on the respective criterion variable and
allowed for a sufficient number of observations for later
analysis. In each case, the formed subsample was significantly different on the criterion variable than firms not in the subsample. For example, the age subsample was 6.6 years old on
average, while the firms not in the subsample were more
than 25 years old on average. Table 2 provides additional
descriptive information on the subsamples as well as correlations between the subsamples.
Frequency cross-tabulations were then run to assess the
overlap between the subsamples. A perfect overlap would
indicate complete concordance of criteria and would indi-

Table 3. Correlations Among
Screening Criteria (N=368)
Variable
1. Firm Age (log)
2. Firm Size (factor)
3. Growth (factor)
4. Innovation (factor)

1

2

***.25
**-.16
-.02

***.35
.03

* = p<.05, ** = p<.01, *** = p<.001

3

.08

cate no further need to investigate differences between criteria. Frequency cross-tabulations of the four subsamples
revealed that 120 of the 368 firms in the total sample were
identified by one subsample only. A total of 117 firms were
identified in exactly two of the subsamples while 67 firms
were identified in exactly three of the subsamples. Finally,
only 13 firms were found in all four subsamples. Fifty-one of
the firms were not included in any of the formed subsamples.
The pattern of criteria fit is widely dispersed, indicating that
further investigation is warranted. The analysis so far has
shown that some, but not all, common screening criteria variables are related.The analysis has also shown that the overlap
between subsamples arrived at by screening is spotty at best,
indicating that screening criteria selection strongly affects
the probability of any given firm being included in the studied sample.

Effects of Screening Criteria Selection on
Independent-Dependent Variable
Relationships
The process of screening possible sample entries to arrive at
a sample that, according to the authors, is entrepreneurial,
introduces the possibility that independent-dependent variable relationships may vary depending on the screening criterion applied.The previous analyses conducted in this study
suggest that such effects are possible if not probable.To test
this possibility, Chow tests were used to assess the extent
that independent variables affect a range of dependent variables differentially depending on the selected screening criterion. A similar methodology was employed by Randolph,
Sapienza, and Watson (1991).The formula for the Chow test
is:
F = [SSEp-(SSE1+SSE2+SSE3)]/k/(SSE1+SSE2+SSE3)/(n1+n2+n3-2k-2)
where:
SSEp = sum of squared errors for pooled sample,
SSEi = sum of squared errors for subsample,
ni = size of subsample, and
k = number of independent variables.
Evidence of differential independent-dependent variable
effects will be indicated if the error sum of squares is significantly reduced by considering the subsamples separately.
Significant Chow tests indicate that the subsamples do not
result in equivalent regressions. To accomplish these tests, a
set of dependent and independent variables were selected
for analysis.These variables are not the primary focus of this
article but are used as a basis for studying the effects of
screening criteria selection on independent-dependent variable relationships.
Thirteen performance measures were chosen as dependent variables. Using multiple dependent variables allows for
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multiple Chow tests, reducing the likelihood of misleading
findings. Murphy, Trailer, and Hill (1996) identified, among
other performance factors, profitability, efficiency, leverage,
and liquidity as being commonly used in entrepreneurship
research. Accordingly, measures selected for this study were
debt to assets, debt to equity, liquidity (current ratio), sales to
assets, sales to employee, return on equity, return on assets,
return on sales, net income, owner’s compensation from the
business, profit satisfaction, growth satisfaction, and productivity satisfaction. Data for debt to assets, debt to equity, liquidity, sales to assets, sales to employee, return on equity, return
on assets and return on sales were gathered by asking respondents to provide the base information needed for the authors
to construct the variables. Respondent’s indicated their annual compensation from the business in one of eight categories
ranging from less than $10,000 to more than $1 million.The
three performance satisfaction measures were gathered by
asking respondents to indicate their level of satisfaction with
each aspect of performance on a five-point Likert scale.
Sandberg and Hofer (1987) identified external environmental, firm level, and individual level variables as being relevant in determining venture performance.To arrive at a parsimonious set of independent variables, stepwise regression
was used to identify variables at the external environmental,
firm, and individual levels that affected the chosen dependent variables. Only variables that were significantly related to
more than two of the dependent variables were retained for
further analysis. Parsimony is necessary in this case since subsequent analyses will have smaller sample sizes.

Industry growth in sales rate, industry concentration ratio,
industry-wide advertising, two technology change variables
(constructive and destructive), and two industry price competition variables (frequency and intensity of price wars)
were considered. Frequency of price wars and intensity of
price wars were combined into one factor since they were
found to be highly correlated (r=-.91). The single factor
explained more than 95 percent of the variance in the two
variables and the factor loadings for the variables were -.98
for price war frequency and .98 for price war intensity. Only
the price wars factor affected more than two dependent variables and was retained.
For firm level variables, four strategy variables, 10 planning variables and firm advertising were considered.The four
strategy variables were reduced to two factors, using Varimax
rotation that together explained more than 88 percent of the
variance in the four variables. Focus on customer service
(.89), product quality (.86), and customer loyalty (.78) loaded
on one factor (labeled differentiation) while focus on low
price (.99) loaded singly on the other (labeled low cost).The
10 planning variables were reduced to three factors, using
Varimax rotation, which explained more than 51 percent of
the variance in the 10 variables. Currently having a written
business plan (.74), using the plan to complete mergers,
acquisitions and alliances (.61), assess feasibility (.56), motivate managers and employees (.56), and to negotiate with
suppliers and/or customers (.55) all loaded on the first factor
labeled current plan application. Having a written plan when
the business was started (.69), using the plan to obtain invest-

Table 4. Illustrative Regression Results: Regression of Independent Variables on
Debt-to-Assets by Subsample (Growth, Innovation, and Growth and Innovation)

Independent Variable

Pooled Sample
Growth

Industry Price Wars
Differentiation Strategy
Low-Cost Strategy
Initial Planning
Commitment
F
R Square
Sum of Squares Residual
N

-.10
.04
.05
***.29
-.05
***5.19
.10
19.58
233

**-.29
.10
**.26
***.38
.14
1.52
.36
3.87
76

Subsamples
Innovation
-.12
-.02
.01
.16
-.06
.62
.04
9.71
83

Growth and
Innovation
.17
-.07
-.15
**-.36
*-.24
**3.30
.20
4.39
74

Standardized Regression Coefficients Reported
* = p<.05, ** = p<.01, *** = p<.001
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ment (.67) and bank financing (.52), and hours spent developing the initial plan (.67) all loaded on the second factor
labeled initial planning. Finally, current average hours planning in a week (.81) loaded separately on the third factor
labeled current planning effort. Differentiation, low cost, and
initial planning all affected more than two of the performance variables and were retained.
Commitment, based on the Organizational Commitment
Questionnaire (Porter and Smith 1970), and education level
were considered as individual level variables. Only commitment affected more than two of the performance measures
and was retained.The coefficient alpha for the commitment
scale was found to be .75.
The five independent variables, industry price wars, differentiation strategy, low-cost strategy, initial planning, and commitment were then regressed on each dependent variable by
every combination of two screening criteria. Table 4, for
example, shows the regression of the independent variables
on debt-to-assets for the pooled sample of firms that were
either among the 150 highest growth firms and/or among
the 150 most innovative firms. Separate regressions were
then run for firms that were in the growth subsample that
were not in the innovation subsample, for firms that were in
the innovation subsample that were not in the growth subsample, and finally for those firms that were in both the
growth and innovation subsamples.
The illustrative results presented in Table 4 show that significant relationships may be present in only one of the subsamples. Industry price wars and low-cost strategy only had
statistically significant effects in the growth only subsample
while commitment only had a significant effect on the
growth and innovation subsample. No significant relationships were found in the innovation only subsample.The illustrative results also show that the pooling of samples may hide
significant relationships. A researcher, for example, looking
only at the pooled sample would, in this case, conclude that
the data does not indicate any significant relationships
between industry price wars and debt-to-assets and between
low-cost strategy and debt-to-assets, even though strong relationships can be found in the growth only sample. Table 4
also shows, in this illustrative example, that the pooled sample regression has greater error variance (19.58) than the
sum of the error variances for the three subsample regressions (17.97), indicating that considering the samples separately provides a better fit to the data. For this particular
example, the Chow test produced an F value of 3.93, which
is statistically significant at an alpha of 01.
Considering all possible two-way combinations of the four
screening criteria examined in this study, with 13 dependent
variables, a total of 78 such Chow tests were conducted.The
results of those Chow tests are reported in Table 5. By chance
alone, one would expect approximately 3 or 4 of the 78 rela-

tionships (approximately 5%) to be statistically significant.
Fifty-five of the 78 Chow tests (approximately 70%) resulted
in F values that were statistically significant at the .05 level of
confidence.The combination of the age and growth subsamples resulted in the fewest significant Chow tests (5). Three
combinations, age and innovation, size and innovation, and
growth and innovation each resulted in 11 statistically significant Chow tests.This finding strongly indicates that screening criteria selection affects the results of empirical entrepreneurship research. Independent-dependent variable relationships vary widely with screening criteria selection.
Table 6 provides additional detail by showing the regressions of the independent variables on the dependent variables by subsample. Given the need for parsimony, it is not
practical to show regression results for every possible combination of two screening criteria.Table 6 does, however, indicate where likely significant differences due to screening criteria exist. For example, Industry Price Wars and
Differentiation Strategy were both found to be significantly
related to Return on Equity in the size and age subsamples,
but not in the growth or innovation subsamples.Table 6 also
indicates where mixed messages to researchers and practitioners are likely to emerge. Using the previous example, the
reader of an article based on a sample of small or young firms
would make a very different conclusion than the reader of an
article based on a sample of high-growth or innovative firms.
Collectively, the results presented in Table 6 are very consistent with the results presented in Table 5. Both analyses
indicate that the choice of screening criteria significantly
influences independent-dependent variable relationships.
The Chow tests presented in Table 5 provide an empirical
test of the general hypothesis that screening criteria selection affect independent-dependent variable relationships
while the results presented in Table 6 provide details as to
specific relationships that are altered as a result.

Discussion
Improving methods in entrepreneurship remains an important issue. This article demonstrates that using different
screening criteria can significantly affect the results of our
research.The methodology used in this paper was decidedly
conservative. Each of the subsamples used in this study came
from the same larger sample and the methods of data gathering, coding, and variable construction were consistent across
the different subsamples, a situation unlikely to exist when
comparing the results of different authors. Moreover, the fact
that some of the firms appeared in multiple subsamples
should have had the effect of reducing the likelihood of noting significant differences.As a result of these similarities this
study probably understates the impact of screening criteria
selection. Assessing the effects of screening criterion selection when such restrictions are removed may provide an
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1.09
1.73
**3.72
.45
*2.50
*3.15

DTE
1.92
1.46
*3.01
1.71
*2.49
**3.59

Liquid
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*2.38
*3.11
**4.72
2.25
*2.79
1.70

**4.28
1.6
*2.94
***5.21
***4.81
*3.22

STE
**4.45
**4.32
**3.63
**3.68
*3.24
2.08

ROE
**3.67
*3.08
2.08
**4.49
*2.54
*3.21

ROA
**3.42
1.27
1.34
*2.95
*3.11
*2.52

ROS
***12.13
***8.55
**3.37
***22.31
***15.05
***5.27

NI

Table 5. Chow Test Results (F values)
STA
***17.50
***13.70
***5.33
***31.20
***22.90
***7.65

COMP
***5.66
2.30
**3.52
2.17
1.03
*2.64

Sprof

-.03
-.02
-.02
**.27
-.14
2.13
.05

-.09
.08
.09
***.39
-.02
***4.79
.15

-.03
.05
-.06
***.35
-.02
**3.27
.09

-.01
.06
.03
**.25
.01
1.63
.03

DTA

.01
.06
-.05
**.27
-.14
*2.30
.05

-.11
.13
.03
***.34
.01
**3.87
.12

-.09
.06
-.07
***.41
.02
***4.98
.15

-.06
.10
-.01
*.20
.01
1.36
.02

DTE

.09
.08
.01
**-.26
.02
2.01
.04

.14
.04
-.06
**-.29
.02
*2.75
.08

.10
-.01
-.01
**-.27
-.04
2.17
.05

.18
-.02
-.07
-.12
-.09
1.36
.02

Liquid

Standardized Regression Coefficients Reported
* = p<.05, ** = p<.01, *** = p<.001

Industry Price Wars
Differentiation Strategy
Low-Cost Strategy
Initial Planning
Commitment
F
Adjusted R Square

150 Innovative Firms

Industry Price Wars
Differentiation Strategy
Low-Cost Strategy
Initial Planning
Commitment
F
Adjusted R Square

150 Growth Firms

Industry Price Wars
Differentiation Strategy
Low-Cost Strategy
Initial Planning
Commitment
F
Adjusted R Square

150 Youngest Firms

Industry Price Wars
Differentiation Strategy
Low-Cost Strategy
Initial Planning
Commitment
F
Adjusted R Square

150 Smallest Firms

-.01
-.12
-.01
-.04
-.03
.41
.00

-.06
.01
-.04
-.02
.04
.18
.00

.12
-.17
-.06
-.03
-.11
1.22
.01

.06
*-.18
-.01
.04
-.17
1.23
.01

STA

*-.21
-.13
***.29
**-.21
.05
***4.44
.11

-.12
.01
***.36
.02
-.01
**3.82
.10

-.04
-.11
**.24
-.01
-.07
1.84
.03

-.18
-.14
.09
.04
.05
1.60
.02

STE

.11
-.11
.01
**-.22
.09
*2.33
.05

.13
-.12
-.02
-.07
-.01
.91
.00

**.24
*-.20
.04
**-.26
-.07
***4.53
.12

*.23
*-.20
-.02
-.01
-.09
*2.34
.05

ROE

*.18
-.10
-.15
*-.18
.08
*3.08
.07

-.01
.04
-.12
*-.19
.07
1.54
.02

.17
-.13
-.13
*-.19
-.01
*2.96
.07

.17
-.14
-.12
-.13
-.03
*2.38
.05

ROA

*.21
.01
*-.17
-.16
.09
*3.01
.07

.05
.02
-.15
-.15
.06
1.52
.02

.17
-.03
-.09
-.17
.01
1.92
.04

.14
.06
-.16
-.13
.03
1.92
.03

ROS

-.08
.01
**.26
-.06
.14
*2.70
.06

.01
.02
**.26
-.11
*.17
*2.76
.06

.01
.01
*.18
-.03
.07
.89
.00

-.05
-.11
-.06
-.05
.02
.55
.00

NI

***-.28
-.11
**.25
-.07
*.17
***5.44
.14

-.12
-.01
.17
-.09
.18
1.77
.03

-.15
*-.19
***.29
-.04
.10
***4.28
.11

-.14
**-.23
.16
.07
.14
**3.40
.08

COMP

.06
-.13
-.04
-.13
**.25
**3.94
.09

.12
-.02
-.09
-.11
***.31
***4.51
.11

-.08
-.08
.02
*-.16
***.40
***6.70
.16

.07
-.07
-.13
-.12
***.33
***5.87
.14

Sprof

***6.38
1.84
**4.22
***6.15
**3.71
***4.94

Sgrow

.03
*-.16
-.10
-.14
***.31
***6.41
.15

-.04
*-.16
-.09
-.06
***.39
***7.75
.19

-.04
*-.17
-.02
-.02
***.38
***6.85
.16

.11
-.07
-.14
-.15
***.30
***6.12
.15

Sgrow

Table 6. Regression of Independent Variables on Dependent Variables by Subsamples

Age and Size
Age and Growth
Age and Innov
Size and Grow
Size and Innov
Grow and Innov
y = p<.10, * = p<.05, ** = p<.01, *** = p<.001

*2.42
.94
**3.55
1.40
**3.84
**3.93

DTA

-.08
***-.32
-.06
-.11
*.18
***6.87
.16

.03
***-.32
-.12
-.03
**.22
***6.90
.17

.06
***-.27
-.06
-.13
*.17
***5.00
.12

.02
*-.21
-.12
-.13
*.18
**4.15
.10

Sprod

.91
1.28
*2.98
1.77
1.85
*2.52

Sprod
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opportunity for future research.
Previous authors have found differences between firms or
individuals at opposite ends of the same criterion; for example, finding that growth-oriented firms are different than nongrowth-oriented firms. Less attention, however, has been paid
to differences between screening criteria.This study directly
addresses that issue by examining the effects of selecting
samples based on age, size, growth, and innovation.A limited
number of frequently used screening criteria were examined
in this study. However, many different screening criteria are
in use by entrepreneurship researchers (Vanderwerf and
Brush 1989: Murphy 1996). Future research may benefit by
considering other screening criteria.
The finding that screening criteria selection can influence

independent-dependent variable relationships is significant.
Authors are probably less likely to specify the screening criterion used when the criterion itself is not a major focus of
the paper. The result, as demonstrated in this study, is that
seemingly parallel studies addressing the same issue can produce confusing results as a result of differences in screening
criteria. Confusing results may, in turn, slow the rate of theory development in the field.
The implications to practitioners are also significant to the
extent that they depend on clear interpretation and application of research findings. Prescriptions offered to practitioners by consultants may be less valid or even invalid if the
characteristics of the study sample do not closely correspond
to the characteristics of the client firm.
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Entrepreneurship and Self-Employment: The State-of-the-Art
and Directions for Future Research
GiSeung Kim
his survey overviews the literature on entrepreneurship and self-employment. The author catalogs the
main contributions of this body of research and
makes a distinction between issues on which there is now
widespread agreement and those for which no consensus
has yet emerged. This latter set of issues provides fertile
ground for further research.

T

Introduction
Entrepreneurial activity is now recognized as a powerful
engine of economic growth and innovation. Self-employment
is an important source of new jobs and an alternative to paid
employment. In fact, about 10 percent (OECD) of the total
U.S. labor force is self-employed (and operate small businesses in general) to quickly and efficiently adjust to structural
changes in the economy.
For these reasons, the study of entrepreneurship and selfemployment has increased in recent years. This literature
review presents a brief outline of the major topics covered in
theoretical and empirical studies on entrepreneurship and selfemployment. It is expected to help identify the direction of
further research and the interpretation of numerous results.
Defining the words entrepreneur and entrepreneurship is
one of the most difficult and intractable tasks faced by
researchers in the field.There is a proliferation of theories, definitions, and taxonomies of entrepreneurship that are often in
conflict and overlap with each other, resulting in confusion
and disagreement among researchers and practitioners about
precisely what entrepreneurship is.To cut through a paralyzing and ultimately fruitless debate, and to achieve consistency,
we will adopt the following convention in this research.At the
conceptual level, the terms entrepreneur and entrepreneurship will be used; at the practical level, where issues of measurement, estimation, and policy are involved, we will use the
closest approximation to the manifestation of entrepreneurship that appears to be suitable. That will usually be selfemployment, though occasionally the term small firms will
be more relevant.These two terms will be used interchangeably in this article.
This review begins with a discussion of the static analyses
of the propensity to be self-employed, using cross-sectional
data. This discussion is followed by dynamic analyses, which
are subdivided into transition analysis, duration analysis, and
time series analysis. Open questions and further research topics are suggested in the last section.

Static Analysis of Self-Employment Choice
Static analysis based on cross-sectional data usually examines
the socioeconomic characteristics of self-employment using a
discrete choice model. Most of the research in this category
has investigated the following questions:
• What are the determinants of entrepreneurial choice?
• What makes a young entrepreneur?
• Who starts new firms?
• What critical factors enable people to become selfemployed?
• Are there any backgrounds and characteristics that distinguish successful entrepreneurs from both unsuccessful
entrepreneurs and the larger group of nonentrepreneurs?
As a result, much of the work dealing with the self-employment decision has focused on personality, family circumstances, human capital (education, job experience, etc.), ethnic origin (immigrant issues), and financial capital (liquidity
constraint issues).
The empirical studies vary greatly in the type of data they
use. For example, Lunn and Steen (2005), Bruce and Schuetze
(2004), Arum (2004), Edwards and Field-Hendrey (2002),
Hout and Rosen (1999), Borjas (1986), Brock and Evans
(1986), Borjas and Bronars (1989) and Evans and Leighton
(1989) use samples from the U.S. labor market [Evans and
Leighton (1989) also analyze the dynamic model in the same
paper].
Henley (2005), Blanchflower and Oswald (1998) and Rees
and Shah (1986) use samples from the U.K. labor market.
Bernhardt (1994), Carrasco (1999) and Carroll and
Mosakowski (1987) use samples from the Canadian, Spanish,
and West German labor markets, respectively. Arenius and
Minniti (2005), Müller and Arum (2004),Torrini (2005), Parker
and Robson (2004) and Blanchflower (2000) carry out crosscountry comparisons in entrepreneurship and self-employment activities.
Sampling ages and groups are also different in each study.
Most of the research focuses on 16- to 64-year-old white males.
However, Borjas and Bronars (1989) separate their sample into
White, Black,Asian, and Hispanic. Hout and Rosen (1999) and
Blanchflower and Oswald (1998) focus on those between 25
and 64 years old, and those under age 33, respectively.
Moreover, particular business sectors are excluded from
the estimating samples in a number of studies. For example,
while Hout and Rosen (1999) include the agricultural sector,
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Borjas (1986), Brock and Evans (1986), Rees and Shah (1986),
Borjas and Bronars (1989) and Bernhardt (1994) exclude the
agricultural sector from their research. Brock and Evans
(1986) and Bernhardt (1994) exclude professionals (e.g., doctors, dentists, lawyers, veterinarians, and other health professionals), part-time workers, and commission salespeople.
These exclusions are made mainly to focus on situations
where workers are likely to face the choice between selfemployment and wage/salary employment depicted in models of self-employment. In contrast, Lentz and Laband (1992)
and Lentz and Laband (1989) only focus on professionals
(lawyers and doctors).
Five different types of studies are distinguished on the
basis of the main driving causes of the decision to become
self-employed: personality, family circumstances, human capital, ethnic origin and immigrant background, and liquidity
constraint.The empirical results of these cross-section studies
are reviewed below.

Personality
Several personal characteristics—for instance, a high need for
achievement, self-confidence, internal locus of control, risktaking, and personal values—have all been mentioned by
researchers trying to identify what distinguishes selfemployed workers from paid workers. Beugelsdijk and
Noorderhaven (2005) claim that entrepreneurs are more individually oriented than the rest of the population.
Blanchflower and Oswald (1990) and Blanchflower and
Meyer (1994) argue that entrepreneurial vision is one factor
influencing the probability of an individual starting a business, as reflected in the personality of the entrepreneur at a
young age. Blanchflower and Oswald also suggest that individuals are more likely to be self-employed if they were as a child
hostile to others, but not unforthcoming or anxious for
acceptance. However, Blanchflower and Oswald (1998) reexamined the impact of psychological traits on entrepreneurship. In this later paper, they found a single underlying factor:
those who were anxious for acceptance were less likely to
run their own business. However, the effect is quantitatively
small. An individual’s psychology apparently does not play a
key role in determining who becomes an entrepreneur.
Other research on the personality of an entrepreneur was
done by economic psychologists such as Chell, Haworth, and
Brearley (1991). According to these authors, entrepreneurs
are alert to business opportunities, proactive rather than reactive, innovative, imaginative, idea-people, agents of change,
restless, adventurous, and adopters of broad financial strategies.
Internal locus of control was also occasionally tested as a
determinant of becoming self-employed. It is assumed that
individuals who possess a high level of “internal locus of control” are those willing to take charge of their own future.This

trait is often associated with motivation or “entrepreneurial
drive,” which encourages self-employment. Evans and
Leighton (1989) test this influence using an instrument called
the Rotter test.1
Early works such as McClelland (1961) about personality as
a determinant of self-employment argue that entrepreneurs
are characterized by a “willingness to work”and a higher need
for achievement (n-Achievement), which is more intense
compared to other groups in society. Others, such as Kets de
Vries (1977), conduct research based on interviews and the
life histories of a number of entrepreneurs. Kets de Vries’
work suggests that entrepreneurs often have an unhappy family background, leading to their inability to accept authority,
and to work closely with others.This would appear to be the
psychological basis for the “hostility” and “unforthcoming”
variables of Blanchflower and Oswald (1990).

Family Circumstances
To address the question of why people choose to be selfemployed, some research has approached the self-employment choice from a family perspective. These studies have
investigated how differences in family background affect the
decision to be a self-employed person. It is generally accepted
that the offspring of the self-employed display a greater inclination to become self-employed because they may take over
the family business once their parent has retired. This intergenerational link between parents and offspring was first conjectured by Marshall (1930). He thought it was obvious that
the son of a man already established in business starts with a
great advantage over others.
Lentz and Laband (1990) and Stanworth et al. (1989) have
placed particular emphasis on the intergenerational entrepreneur.They suggest that the probability of a young man becoming self-employed is significantly higher when his father is
self-employed. In particular, analyzing data from a survey of
more than 600 respondents, Stanworth et al. (1989) show that
30 percent to 47 percent of individuals either in business or
considering to start one have a father who has also been in
business. Lentz and Laband (1990) focused on the entrepreneurial success and occupational inheritance among proprietors, concluding that second-generation proprietors start
their businesses at a significantly younger age, on average,
than first-generation proprietors. More importantly, the former were found to commence their business careers with significantly greater quantity of managerial human capital than
the latter. Thus, earnings capacity of followers will typically
exceed that of nonfollowers, all other things being equal.
Not only is the self-employment status of one’s father but
also the father’s occupation proved an influential factor in the
self-employment decision of offspring. Evans and Leighton
(1989) and Blanchflower and Oswald (1998) find that individuals have a higher propensity to become self-employed if
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their fathers are managers or farmers, and less likely to choose
this employment status if their fathers are unskilled.
Two papers on intergenerational link in the choice of professional occupations (Lentz and Laband 1989; Lentz and
Laband 1992) support the idea that family circumstances, particularly a parent’s job, are very important in an offspring’s job
decision. Lentz and Laband (1989) reveal marginally greater
probability of admittance into (at least one) medical school
for children of doctors as compared to children of nondoctors. This fact can plausibly be explained as resulting from
nepotism, in various forms, as well as from human capital
transfers from first- to (would-be) second-generation doctors.
Another paper (Lentz and Laband 1992) studied self-recruitment in the legal profession. In this paper, the authors argue
that lawyers’ sons follow in their parents’ footsteps because
the occupation lends itself to low-cost transfer of relevant
skills and knowledge from one generation to the next, especially in the case of family law practices.
Schiller and Crewson (1997) isolate several dimensions of
“nature” and “nurture” that affect both the supply of entrepreneurs and their later success. Using data from the National
Longitudinal Surveys of Youth, the authors first determine
who pursues self-employment in their youth and then who
succeeds. There is a surprisingly high incidence of selfemployment but very low success rates. Role models (especially a managerial mother) are particularly critical to the supply of female entrepreneurs. Dunn and Holtz-Eakin (2000) and
Hout and Rosen (1999) confirm earlier findings that family
background is an important determinant of offspring’s selfemployment outcomes. Dunn and Holtz-Eakin (2000) stress
the experience and business success of a person’s parent as a
contributor in that person’s decision to become selfemployed.
The effects of family structure (e.g., number of children)
on self-employment are investigated by Carr (1996). He concludes that men and women respond in markedly different
ways to the structure of the family and tradeoffs between
wage/salary occupation and self-employment.More specifically, the presence of preschool children has been shown to have
a large and positive effect on the odds that a woman will work
as a self-employed childcare provider, while it has a negative
effect for men. This can be explained by the fact that if
women are concerned about combining work and family
responsibilities, then self-employment may be viewed as a
flexible and lower cost work option (see Connelly 1992b;
Connelly 1992a).

Human Capital (Education, Experience, Age)
One of the major theoretical determinants of self-employment
choice is human capital (see Table 1). In this category, economists would normally include education, experience in selfemployment, experience in salary/wage work, and age. The

impact of human capital on self-employment choice can be
explained using the Lucas (1978) model and similar models.
In these models, human capital enhances an individual’s managerial ability and hence increases the propensity to be selfemployed. On the other hand, it is possible that a higher level
of education may facilitate entry into the wage/salary sector
and thus lessen the likelihood of becoming self-employed.
Regarding the tendency to be self-employed,the net impact of
offsetting influences of the level of human capital cannot be
determined a priori, and this appears to be reflected in the
conflicting evidence from empirical studies.
Results in Rees and Shah (1986), Fujii and Hawley (1991),
Evans and Leighton (1989) and Bates (1990) are consistent
with the hypothesis that those with higher education are
more likely to form their own firm than those with a lower
education. In contrast, according to de Wit and van Winden
(1989) and de Wit (1993), a high level of education deters
entry into self-employment. Schiller and Crewson (1997)
show that education does not affect male entry to selfemployment.
These different results may arise from different specifications of the estimating equations. For example, deWit and van
Winden (1989) control for occupation status, a variable that is
positively correlated with both educational attainment and
the propensity to be self-employed.This implies that the omitted variables create a positive bias in the education coefficient
in studies that do not control for occupational status. It follows, therefore, that studies that do not control for occupational status generally report a positive relationship between
self-employment inclination and education.The contradictory
result of Schiller and Crewson (1997), however, is attributed
to a different reason. To explain, the data set used in this
research includes only young men, and young people who are
in college do not generally pursue self-employment.2
Another reason for the inconclusiveness of several
researches on the relationship between education and entrepreneurship is that they are using a bi-lateral test. Very low
and very high levels of education have a strong relationship
with entrepreneurial activities. It could be explained that
those insufficiently schooled often find their only means to
success through the creation of new ventures.
The other human capital characteristics that an individual
brings to entrepreneurship relate to work experience.3 A positive relationship between self-employment and work experience has been demonstrated by Schiller and Crewson (1997)
and Bates (1990). Schiller and Crewson argue that work experience is positively correlated with performance even though
conventional indices of human capital are negatively correlated with female self-employment. Bates obtains similar results
and finds that among the human capital variables, individuals’
managerial experience generally has a positive effect on an
individual’s propensity to become self-employed.

ENTREPRENEURSHIP AND SELF-EMPLOYMENT: THE STATE-OF-THE-ART AND DIRECTIONS

Published by DigitalCommons@SHU, 2008

FOR

FUTURE RESEARCH 41

41

1978-1991

Period

https://digitalcommons.sacredheart.edu/neje/vol11/iss1/1

Ever Self-Employed

Dependent Var.

c

0.0631*

0.0469*

Self-employed

Probit

NLS

1981

White men

0.3074*

0.2522*

0.0838

0.1083*

Logit

CBO

d

1976-1982

White males

c. GHS78: General Household Survey for 1978.
d. CBO: Characteristics of Business Owners (CBO) Survey (1982).
e. SCF: Survey of Consumer Finances (1983).

b. NLS: National Longitudinal Survey.

Note: * indicates 5 percent or smaller significant level.
a. exp = age-(edu-6)

-0.0410
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5.881*
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Mexican
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Leighton

Evans and
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0.0000
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Shah (1986)

Rees and

0.0274
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experience
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Functional Form
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Borjas (1986)
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b

Male Females
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Crewson (1997)

Schiller and
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Interesting research on the effect of human capital was
conducted by Evans and Leighton (1989).They find that the
probability of entering self-employment is independent of
age or experience for the first 20 years of employment.This
result is contrary to popular wisdom and inconsistent with
Jovanovic’s (1982) incomplete-information model and with
standard job-shopping models of occupational choice, such
as Johnson (1978) and Miller (1984), which predict that
younger workers will try riskier occupations first. Jovanovic
postulated that firms or individuals learn about their efficiency/ability as they operate in the industry or business.
Efficient firms/individuals grow and survive; inefficient ones
decline and fail.This implies that self-employed persons who
are unsure of their own abilities at the beginning of a spell of
self-employment will become aware of their suitability to
self-employment through their experiences of success or failure.As time passes, the least able entrepreneurs realize their
unsuitability and quit self-employment.These entrepreneurs
who remain self-employed are more able, and therefore less
likely to quit self-employment.
Other possible explanations of the self-employment
effects associated with labor market experience are worth
noting. For example, as labor market experience lengthens,
an individual is able to accumulate the financial resources
necessary for successful entrance into self-employment, and
this financial capital factor, rather than human capital factors,
explains the higher propensity for self-employment. Testing
for labor experience in a self-employment model requires
both information on labor market experience and information on financial capital. In fact, controlling for financial capital, Bernhardt (1994) reports that no statistical significance
exists in the relationship between labor market experience
and the propensity to be self-employed. Labor market experience may have a more minor role to play in the determination of self-employment status once liquidity constraints are
accounted for.

Ethnic Origin and Immigrant Background
Another factor that has been argued to influence the choice
between self-employment and paid employment is ethnic
origin. Specifically, the analysis of self-employment among
African Americans and other minorities is an issue that has
received much attention in the self-employment literature.
Many authors, including Fairlie (1999), Fairlie (1994) and
Borjas and Bronars (1989), have investigated why black selfemployed workers are underrepresented as a percentage of
their population in comparison to whites. Using the Panel
Study of Income Dynamics (PSID), Fairlie (1999) investigates why African-American males are one-third as likely to
be self-employed as white males. He finds that racial differences in asset levels and probabilities of having selfemployed fathers explain a large part of the gap in the entry

rate into self-employment.
Borjas and Bronars (1989) seek to explain the gap of white
and black self-employment rates using a theoretical model
incorporating consumer discrimination, whereby white consumers choose not to purchase goods and services from
black-owned business [see Becker (1971) for consumer discrimination in detail.].
On the other hand, several authors (Lunn and Steen 2005;
Clark and Drinkwater 2000; Fairlie and Meyer 1996;Yuengert
1995; and Borjas 1986) argue that self-employment is more
common among immigrant groups. One of the reasons suggested by Borjas (1986) is the “enclave” effect.That is, a geographic enclave of immigrants increases self-employment
opportunities for those immigrants who share the same
national background (or language), and are residents of the
enclave. In many cases, immigrant groups live in particular
areas and have preferences for special goods and services
that coethnics may have an advantage in providing. For example, Jewish entrepreneurs are better providers of kosher
goods to other Jews, and Italians are better providers of pasta
to other Italians. Yuengert (1995), Aldrich and Waldinger
(1990), and Borjas and Bronars (1989), however, find little
support for the enclave hypothesis and provide contrary evidence on the importance of ethnic enclaves.Yuengert (1995)
and Borjas and Bronars (1989) provide empirical evidence
that self-employment rates are no higher in cities with higher concentrations of immigrants. Aldrich and Waldinger
(1990) cite a counter example of self-employment rates of
Jews in the early in 1990s, in particular, with high Jewish selfemployment rates in areas outside the main enclave of New
York City.These counter evidences are usually explained by a
“competition with one another” in the enclave market.
Instead of the “enclave” hypothesis, Yuengert’s (1995)
results support the “home-country self-employment” hypothesis and the “tax avoidance” hypothesis. Immigrants from
countries with high self-employment rates (who are therefore more likely to possess small business skills) are more
likely to enter self-employment. Also, immigrants are more
concentrated in high-tax states, where self-employment
(with its greater opportunities for tax avoidance) is more
prevalent.
Other causes of the high rate of self-employment in immigrant groups might be discriminations and their English language skills (see Moore 1983; Light 1979). Light argues that
individuals who are disadvantaged in the labor market are
more likely to start businesses. Discrimination may push
some individuals into self-employment. In addition, language
barriers and ignorance of customs may make self-employment more desirable than available wage work.

Liquidity Constraint Issues
One of the questions considered in the self-employment lit-
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erature is whether an individual who wants to establish a
new business faces financial constraints (see Table 2). The
basic issues of this research are the existence of liquidity constraints and the impact of the constraints on hindering people from starting a business. If financial markets work perfectly, then there should not be any constraints in borrowing to
establish a new firm. However, financial markets are far from
perfect, so not all entrepreneurs have access to collateral.
Thus, some are unable to obtain financing, which results in
more barriers—credit or liquidity constraints.
Many authors agree on the liquidity constraint hypothesis
that is consistent with Knight’s original thesis. For example,
Meyer (1990) estimates logit equations using 1984 data from
the survey of Income Program Participation (SIPP) and found
that the probability of being self-employed increases with an
individual’s net worth, ceteris paribus. Similarly,
Blanchflower and Oswald (1990) employ probit analysis to
analyze the incidence of self-employment among a cross section of British males who were 23 years of age in 1981.The
survey used in their research contained a question about the
size of any gifts or inheritances that the respondent might
ever have received and the response was included as an independent variable. The results suggest that such transfers are
statistically significant and quantitatively important. They
report that those who were given or inherited £5,000 were
approximately twice as likely to set up a business than a person who had received nothing.
Blanchflower and Oswald (1990) use a dataset of British
males who were 23 years of age in 1981. It might be argued
that age 23 is too young as a cutoff to study self-employment.

Hence, Blanchflower and Oswald (1998) reexamine the
analysis for the 1991 sweep of the panel, at which point
these individuals were up to 33 years old. They obtained
results consistent with previous results. Blanchflower and
Oswald (1998) also provide interview evidence on capital
constraints.4
In a study of the Canadian labor market, Bernhardt (1994)
employs three variables to measure financial resources:
employment status of spouse, availability of investment
income, and ownership of home.The impact of each of these
variables reflecting financial resources is positive and significant, implying that liquidity constraints are a barrier to selfemployment. Recent work by Astbro and Berrihardt (2005)
shows that the magnitude of credit constraint is conditioned
by the relative productivity of human capital. Henley (2005)
argues that housing wealth appears to be significantly associated with small business job creation.
Fazzari, Hubbard, and Petersen (1988) find evidence of significant capital market imperfections even for publicly traded manufacturing corporations. Evans and Jovanovic (1989)
have developed and estimated a behavioral model of entrepreneurial choice under liquidity constraints. Their results
reject Schumpeter’s view that capital markets allow a separation of the entrepreneurial and capitalist functions (i.e., liquidity constraints bind). It is estimated that entrepreneurs are
limited to a capital stock that is no more than about one and
a half times their wealth. As a result, almost all the selfemployers in their sample are estimated to devote less capital to their business than they would like to. Moreover, the
authors find a negative correlation between net family assets

Table 2. Liquidity Constraints

Sample
Period
Data
Functional
Form
Dependent var
Inheritance
Inheritance2
Spouse works
Investment
income
Own home

Blanchflower and
Oswald (1990)

Blanchflower and
Oswald (1998)

Total
1981
NCDSa
Probit

Males
Age 23 in 1981
NCDS
Probit

Self-Employed
0.117*
-0.004*

Self-Employed
0.00016*
-0.0041*

Bernhardt
(1994)
Females
Age 33 in 1981

Total
1981
SCCPb
probit
Self-Employed

0.0012*
-0.0017*
0.252*
0.0177*
0.273*

* indicates 10 percent or smaller significant level. SCF: Survey of Consumer Finances.
a. NCDS: National Child Development Study in U.K.
b. SCCP: Social Change in Canada Project in 1981 survey.
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and (unobserved) entrepreneurial ability. This finding suggests that self-employers, particularly those with high ability,
face binding financial constraints.
This negative correlation was thought theoretically
implausible. Xu (1998) extends the Evans and Jovanovic
model so that wealth is endogenized and shows that their
result may be due to a downward bias in their wealth data.5
Using less-biased wealth data to reestimate the Evans and
Jovanovic model, he found a positive correlation between
wealth and ability, which is theoretically more justifiable.6
This article questions the significance, effect, and even the
existence of a liquidity constraint.
In addition to the contradictory econometric results,
measuring the effect or existence of liquidity constraints
poses conceptual problems. Consider a hypothetical individual who desires to be self-employed but is currently capitalconstrained. Assume that over time, the individual amasses
enough assets by decreasing consumption until he or she
accumulates enough savings to pursue self-employment.The
observed action of entering self-employment without “outside” help would generally be considered evidence that individuals are not capital-constrained in the long run. The conclusion could be drawn that liquidity constraints are not
binding because individuals are able to amass the necessary
funds without outside intervention. Yet the reason for the
high savings over time may have been that financial capital
was not available to the individual, necessitating a postponement of start-up. It is difficult to uncover which individuals in
a given year of a sample are actually “peers” with respect to
liquidity constraint.An individual who saves a higher fraction
of yearly income from all sources will build up savings and
assets and will appear to be “unconstrained,” while another
individual with the same yearly income and initial endowment but a low savings rate may appear “constrained.” Such
conceptual and practical problems help explain the varied
results researchers report with respect to the liquidity constraint.
The advantage of using cross-sectional methods is that the
study requires only a single survey. Cross-sectional statistics
provide a snapshot of the self-employed at a given point in
time.They are also valuable tools for describing the popula-

tion of self-employed individuals.
However, cross-sectional data studies suffer from several
drawbacks. First, cross-sectional studies do not yield information on self-employment behavior over time. Second, crosssectional data do not provide a great deal of insight into the
creation and discontinuation of small businesses. Since no
business start-ups or dissolutions are observed, there is no
way to examine the factors that influence these events.Third,
potentially severe endogeneity problems can arise with the
use of cross-sectional data. Fourth, the probability of being
self-employed at a point in time, t, depends on the underlying
probability of switching into self-employment at some previous time and surviving until time t. The cross-sectional estimates confound the determinants of entry and survival.

Dynamics of Self-Employment Choice
The static model of self-employment using cross-sectional
data has failed to explain the determinants of switching into
and out of self-employment, and the growth and survival
from such a venture. This limitation is addressed by several
studies of dynamic self-employment. These can be distinguished into studies using transition analysis and those using
duration models.

Transition Analysis
To examine the propensity for individuals to enter or leave
self-employment, some authors have used transition matrix
analysis. Fairlie (1999) and Evans and Leighton (1989) have
calculated the transition rates into and out of self-employment in the United States (see Table 3). Estimates by Fairlie
(1999), using PSID data, indicate that black men enter selfemployment from wage/salary work at a much lower rate
than white men (2.02% compared to 3.95%). In addition,
black men exit from self-employment at a much higher rate
than white men (36.64% compared to 18.51%). Evans and
Leighton (1989) also report similar estimates using the oneyear transition rates of white males in their sample.They estimate entry rates of 4.0 percent and 2.5 percent and exit rates
of 13.8 percent and 21.6 percent using data from the
National Longitudinal Survey of Young Men for 1966–1981
and the Current Population Surveys for 1968–1987, respec-

Table 3. Transition Rates
Fairlie (1999)
Data
Sample
Transition rate into
self-employment
Transition rate out of
self-employment

PSID
Black
2.07

Males
White
3.95

Evans and
Leighton (1989)
NLSY, 66-81
White Mn
4.0

36.34

18.51

13.8

CPS, 68-87
White Men
2.5
21.6
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tively. Kuhn and Schuetze (2001) also showed the transition
patterns of self-employment using the Canadian Survey of
Consumer Finances.
These transition matrices are highly useful for characterizing the percentage of a certain population switching
between different employment modes in two particular surveys. However, a rich set of covariates cannot be easily incorporated into transition matrix analyses.Thus, transition analysis fails to explain the determinants of entry into and exit
from self-employment.To study the factors influencing transitions to self-employment, several studies employ a variety
of panel data techniques, including binary logit or probit
models and/or multinomial logit models. The advantage of
logit or probit models over simple transition matrix analysis
is that individual characteristics are incorporated into the
model.
A summary of the key findings of these studies follows.
These findings are organized on the basis of the characteristics used as determinants of the entry into and exit from selfemployment.
Dunn and Holtz-Eakin (2000) investigate the relative
importance of family financial and human capital in the transition to self-employment. In particular, they estimate the
impact of an individual’s own wealth, human capital,
parental wealth, and self-employment experience on the
probability that an individual transit from wage/salary to
self-employment. Fairlie (1999) examines the causes of racial
differences in both the transition rate into, and the transition
out of, self-employment. Specifically, he examines the extent
to which racial differences in education, asset levels,
parental financial resources, and parental self-employment
contribute to the black/white gap in the entry, exit, and selfemployment rates. Carrasco (1999) focuses on estimating
the effect of being unemployed on the probability of starting a business and on self-employment duration, using longitudinal data from the Spanish Continuous Family
Expenditure Survey (ECPF) for 1985 to 1991. He also analyzes the effect of capital and unemployment benefits on the
probability of transition. Carrasco’s (1999) purpose is to
study the factors influencing the decision to enter into selfemployment and the likelihood of remaining in business.
One of the principal findings is that unemployed individuals
are more likely to switch into self-employment, a finding
consistent with the view that the disadvantaged tend to
become self-employed. Also, he finds that receiving unemployment benefits reduces the probability of entering selfemployment.
The focus of Blanchflower and Meyer (1994) is the transition of Australian and U.S. youth (age 16–25 years) from
wage/salary employment into self-employment.The focus of
Bates’ (1990) study is to determine the empirical relevance of
Lucas’ (1978) hypothesis on managerial ability and entrepre-

neurship, and Jovanovic’s (1982) hypothesis regarding individuals’ learning ability and business survival. Evans and
Jovanovic (1989) and Evans and Leighton (1989) look at the
roles of education and liquidity constraints on transition in
and out of self-employment. Carroll and Mosakowski (1987)
focus on the process of entry into self-employment at various
stages of a person’s career, and career differences between
the self-employed and the conventionally employed.
The determinants of employment choice that are emphasized in transition analysis on self-employment are similar to
those discussed in cross-sectional analyses. Among these are
educational attainment, labor market experience, liquidity
constraints, and income.

Years of Education
Educational attainment is a key determinant of the propensity to be self-employed. Unlike the conflicting results
obtained in cross-section studies, this variable in longitudinalbased studies generally positively affects the probability of
entering self-employment. However, the levels of significance
differ across studies. Evans and Jovanovic (1989) and Evans
and Leighton (1989) report that the education effect on transition to self-employment is insignificant. In comparison,
Blanchflower and Meyer (1994) show a positive and significant relationship between years of education and the transition to self-employment using U.S. labor market data.7 The difference in significance levels may be due to the time element
introduced into the study with the use of longitudinal data,
but it is more likely to be due to the correlation between educational attainment and financial capital (Bates 1990). The
financial capital structure of small businesses at the point of
start up could be considered as an endogenous variable.
Specifically, education level is a major determinant of the
loan amounts that commercial banks extend to small business formations.

Labor Market Experience
Labor market experience is significant in determining an
individual’s inclination to switch from wage/salary employment to self-employment. Using age and age-squared as a
measure of experience in labor markets, Blanchflower and
Meyer (1994) find that the transition to self-employment is
significantly influenced by labor market experience for
youth in the Australian labor market. Mixed results are reported, however, when more refined measures (i.e., wage experience and self-employment experience) of labor market experience are used. For instance, Evans and Leighton (1989)
report that previous self-employment experience has a positive and significant impact on the transition to self-employment, while the impact of previous wage experience on
switching to self-employment is not significant at conventional levels.
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This is consistent with Jovanovic’s (1982) proposition that
individuals are able to learn from past experience, and that
experience accumulated in the self-employment sector will
be more useful to their employment decisions.Accordingly, a
long experience in self-employment indicates that the individual is effective and has strong ability. On the contrary,
Evans and Jovanovic (1989) report that the coefficient on
previous wage/salary experience is positive and significant,
though they did not consider self-employment experience.
The general finding from these results, therefore, is that experience affects employment choice, and that labor market
experience accumulated in the self-employment sector is
particularly relevant in explaining the transition to the selfemployment or entrepreneurial sector.

Financial Capital and Income
Several longitudinal studies of self-employment have tested
the importance of the availability of capital when an entrepreneur starts a new business. Most longitudinal studies are
consistent with the hypothesis that entrepreneurial activity
is restricted by liquidity constraints, either by preventing firm
entry (Evans and Jovanovic 1989; Evans and Leighton 1989;
Holtz-Eakin, Joulfaian, and Rosen 1994b; Blanchflower and
Oswald 1998; Carrasco 1999) or by affecting firm longevity
(Evans and Leighton 1989; Bates 1990; Holtz-Eakin, Joulfaian,
and Rosen 1994a).
Evans and Leighton (1989) study the individual determinants of observed switches from wage employment to selfemployment and compare these results to their findings on
selection and earnings. One of their key findings is that the
availability of more assets results in a higher probability of
switching from wage employment to self-employment.
The dynamic studies of Carrasco (1999) and Evans and
Jovanovic (1989) aim at determining whether liquidity constraints play a role in the decision process to become an
entrepreneur (and to start at the most profitable scale).They
find empirical support for binding liquidity constraints, as
capital assets have a positive effect on the wage-worker’s
probability to start a business.
To test whether an individual’s wealth affects the probability of becoming an entrepreneur and, conditional on becoming an entrepreneur, whether liquidity constraints affect the
viability of entrepreneurial enterprises, Holtz-Eakin, Joulfaian,
and Rosen (1994b), Holtz-Eakin, Joulfaian, and Rosen (1994a)
employ a sample of people who received inheritance using
tax return data.They find that the probability of becoming an
entrepreneur rises with the size of the inheritance.They also
show that receiving an inheritance increases the probability
that self-employed individual will stay in business rather than
become a wage earner.
Evans and Jovanovic (1989) and Evans and Leighton (1989)
report a nonmonotonic relationship between family net

worth and the transition to self-employment. Initially, an
increase of the individual’s net worth increases the propensity to enter into self-employment. However, beyond a certain
level, an increase in net worth decreases transition to selfemployment status. Nonmonotonicity might be explained by
the diminishing importance of net worth and liquidity constraints.As wealth increases, the importance of any initial constraint diminishes, though the impact in this regard is relatively more important at low levels of wealth. It also might be the
case that as an individual’s net wealth increases, the degree of
risk aversion rises. Because self-employment is assumed to be
risky, individuals may hesitate to switch to self-employment.
An individual’s earnings may also influence entry into selfemployment. The effects of earning can be derived through
variables for personal income or the minimum wage. Studies
by Evans and Jovanovic (1989), Evans and Leighton (1989)
and Blanchflower and Meyer (1994) all found that individuals with relatively low wages are more likely to switch into
self-employment.
The impacts of other variables have been analyzed in longitudinal studies, including tax policy, marital status, industry
of occupation, and physical disability.8 With regard to tax policy, it has been considered that progressive taxation could, in
principle, encourage entry via insurance for risk-averse entrepreneurs through the tax system or through offering greater
incentives to avoid taxes on self-employment income.
However, Gentry and Hubbard (2000) find no evidence to
support such claims.Their empirical results using PSID imply
a significant increase in entrepreneurial entry when tax rates
are less progressive. In the case of marital status, the estimated effect of using longitudinal data (negative and significant)
differs from that obtained using cross-sectional data. On the
contrary, the effect of occupation on self-employment decision remains the same across different types of analysis with
individuals employed in wholesale and retail trade, personal
services, construction, and agriculture possessing a higher
propensity to be self-employed than those working in administrative jobs (e.g., clerical).

Duration Analysis or Hazard Model
Analysis
Studies using discrete choice models properly characterize
the propensity for individuals to begin or quit self-employment. However, discrete choice models do not easily provide
information about the duration dependence of self-employment failure rates.
Estimates of the duration dependence can be obtained
from a hazard model analysis and have an explicit interpretation within the context of self-employment theory. For example, Jovanovic (1982), Jovanovic (1979) and Miller (1984)
have put forward theories of job matching which imply
entrepreneurs who remain self-employed for a long time are
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more able, and are therefore less likely to quit self-employment. Characterizing the duration dependence of selfemployment rate is a step toward understanding the dynamics of entrepreneurship.
Carrasco (1999) constructed a self-employment model
using discrete survival analysis. He used semiparametric
methods for maximum likelihood estimation of single-risk
models with unrestricted base-line hazards by specifying
duration dependence in a flexible way. He then estimated a
competing risks model to distinguish exit into employment
from exit into unemployment.The paper’s main conclusion is
that the probability of departing from self-employment
decreases with duration in self-employment.
Evans and Leighton (1989) also obtained similar results on
duration dependence for self-employment, using nonparametric hazard estimators to find that the probability of leaving self-employment declines with the length of time an individual is self-employed. They used data for 460 NLS white
men who were observed from the time of entry to the end
of the survey.They found that the hazard rate decreases with
the duration in self-employment, falling from about 10 percent in the early years to 0 percent by the 11th year in selfemployment.
Carroll and Mosakowski (1987) use the proportional hazards model of Cox (1972) to study the dynamics of selfemployment. Instead of making the duration dependence
model explicitly, they focus on the contribution of the substantive variables to self-employment behavior—not the
duration dependence of this behavior.They examine data on
the propensity of West German individuals to become selfemployed and show that the probability of a person entering
into self-employment at any stage in the life cycle is heavily
dependent on prior engagement in self-employment or family employment.

Time Series Analysis
Time series analysis uses yearly aggregate or cross-sectional
data and examines self-employment behavior over time. One
of the few such studies was done by Blau (1987).The focus of
Blau’s work is to determine the causes behind the changes in
self-employment rate using a general equilibrium model and
the data from the Current Population Survey (CPS). In this
paper, changes in technology, industrial structure, tax rates,
and Social Security retirement benefits were indicated as the
main causes of changes in self-employment rate. Devine
(1994) also used time series data from the CPS to investigate
the causes of the rise in female self-employment rate.

Conclusion and Directions for Future
Research
This brief outline of major issues of theoretical and empirical
entrepreneurship (self-employment) reveals that several

characteristics have been generally agreed upon as determinants of self-employment, but that some issues remain controversial. One might consider the debate having been settled
with regard to the set of determining factors, while the second set of remaining factors provides opportunities for further research.The following is a short overview of the set of
issues for which there is widespread agreement and a contrast with those for which consensus is yet to be reached.
Empirical evidence indicates that father’s self-employment
status is a significant determinant of self-employment choice
among offspring. Consequently, the son or daughter of the
self-employed displays a greater propensity to become an
entrepreneur. However, it is not known whether the offspring of such parents has a higher probability to succeed
once he or she enters into self-employment.
Many authors agree on the liquidity constraint hypothesis
consistent with Knight’s thesis that bearing risk is one of the
essential characteristics of self-employment. This consensus
views the initial amount of capital as a very important factor
of being self-employed. It also suggests that capital markets
provide too little capital to self-employed individuals due to
problems of moral hazard and adverse selection.
In comparison, the estimated impact of educational attainment differs across studies. The positive effect of education
on self-employment probabilities can be explained by Lucas’
(1978) model that human capital enhances an individual’s
managerial ability and hence increases the proclivity to be
self-employed.A negative effect may result if a higher level of
education facilitates entry into the wage sector and thus
reduces the likelihood of becoming self-employed. Labor
market experience has been shown to be significant in determining the individual’s propensity to switch from wage
employment to self-employment. Also, many studies report
negative and significant impacts of self-employment duration
on exit (entry) hazard rates.These results support Jovanovic’s
(1982) “learning model,”which postulates that individuals (or
firms) are able to learn from past experience whether they
have ability in their current job, and experience accumulated
is useful to the next job choice or business choice.The general theme is that labor market experience affects employment choice, and that experience accumulated in the selfemployment sector is particularly relevant in explaining
entrepreneurial entry decisions.
It is generally accepted that African-Americans have a
lower probability of becoming self-employed than whites.
Asset levels and probabilities of having self-employed fathers
are posited as explanations of the gap between the two selfemployment rates. In addition, there is a small but important
set of studies that demonstrate that ethnic enclaves influence
the self-employment choice of immigrant groups.These studies show that ethnic enclaves provide a market for selfemployed immigrants where they can cater to other individ-
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uals from the same ethnic background. In this context, the
segregation of immigrants from the general community
encourages self-employment and helps ease the transition to
self-employment for newly arrived immigrants.
Empirical studies of self-employment have provided a
solid basis for understanding the determinants of employment status. Most of the research is based on simple static
models of self-employment. Because of data limitations, only
a small portion of this research is focused on the dynamic
analysis using longitudinal data. Several articles have suggested that cross-sectional analysis is not the most suitable
method for the study of self-employment. To wit, Meyer
(1990) argues that a superior approach is to use longitudinal
data to examine self-employment. Additional work using
dynamic analysis is needed to enhance our understanding of
the self-employment process.
In particular, cross-section analyses have examined the
determinants of entry into self-employment (i.e., the entrepreneurial sector).These studies, however, tend to look at the
proportion of people who are self-employed individuals at
any given point in time.They show that some groups, such as
white males and older educated individuals, are more likely
to be self-employed than other groups. They do not show,
however, the extent of turnover in the self-employment

group; that is, whether individuals move in and out of selfemployment or are self-employed for a long period of time.
They also do not show whether differences in self-employment rates between groups is primarily due to their different
propensity to enter self-employment or due to their different
persistence once they enter. In other words, it is not known
whether white males are more likely to be self-employed
because they are more likely to try self-employment (compared to other groups) or because they are more likely to
succeed in self-employment once they try (again, compared
to other groups). Similarly, we do not know whether older
educated individuals are more self-employed because they
tend to be more successful or because they are more likely
to pursue entrepreneurial activities. More research will be
needed to address these issues by studying the dynamics of
self-employment.
Finally, more needs to be known about who succeed in
small businesses. People who become successful selfemployed may differ in a variety of unmeasured ways from
those unsuccessful self-employed individuals. Entrepreneurial ability may come from “nature” or “nurture” or both.
Questions about the effects of “nature” on entrepreneurial
ability are important and interesting aspects of any such
research.
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Endnotes
1.The standard Rotter test consists of an internal-external scale.This is a measure of perceived “locus of control,”where the individual believes he or she is in charge
of his or her destiny (internal), or it is determined by forces beyond his other control (external).The test comprises of a number of questions, and two choices
(reflecting internal and external beliefs) are provided for each question.The respondent is asked to select the choice he or she believes to be true.The Rotter score
is calculated as the total number of external choices made by the respondent.The Rotter test score may be related to personal, social, or cultural variables.
2.The NLSY covers only the early stages of the work-life cycle, up to age 35 in 1991.
3.In most cases,indirect measures of work experience were used.Some researchers used the individual’s age as a proxy for labor market experience.Sometimes labor
market experience is computed from information on the individual’s age and years of education. For example, experience = (age - years of education - 5 or 6).
4.They analyze two surveys.The first is the British Social Attitudes (BSA) Survey series, an annual random sample providing data from 1983 to 1989.The second is
the National Survey of the Self-Employed (NSS), a 1987 government-sponsored random sample of approximately 12,000 adults interviewed in Britain in the spring
of 1987.
5. Xu (1998) argues that many individuals did not report full asset information, which caused a downward bias of wealth in the National Longitudinal Survey dataset
used by Evans and Jovanovic (1989).
6. Xu (1998) includes only individuals who reported full asset information.
7. However, they do not show a significant influence of additional years of schooling on the probability of being self-employed in the Australian labor market.
8. See the findings of Gentry and Hubbard (2000), Fairlie (1999), Blanchflower and Meyer (1994), Bernhardt (1994), Evans and Jovanovic (1989) and Evans and
Leighton (1989) for details.
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Utilization of Problem-Based Learning
in an Entrepreneurship Business Planning Course
Joseph R. Bell
his article demonstrates the implementation and
efficacy of Problem-Based Learning (PBL) in an
undergraduate entrepreneurship business planning
course.Throughout the course, ill-structured problems arise
that require independent thinking and ongoing problem
solving with students taking responsibility for their own
learning.The course incorporates the latest classroom technology and how that technology is utilized to deliver selfdirected learning. The PBL methodology is then evaluated
in light of anonymous student survey results.The objective
is to create a framework for future assessment in evaluating PBL in the business planning course.

traditional and develops in its students the skills, attributes
and behaviors characteristic of the enterprising or entrepreneurial individual (Gibb 1987).
Wee’s (2004) study found the following:

According to Solomon and Fernald (1991) and Hisrich and
Peters (2002), traditional entrepreneurship education focuses on formulating a business plan, understanding the entrepreneurial decision-making process, knowing how to acquire
funds from venture capitalists, angel financing and externalized financing possibilities, managing, and growing the enterprise. Entrepreneurship education also focuses on educating
“about” entrepreneurship and enterprise where students
would be equipped with the technical knowledge on how to
grow and manage small businesses. But knowing the principles and practices does not mean that the students would
become successful businesspersons (Solomon and Fernald
1991). They need to be equipped with a set of attributes,
skills, and behaviors to enhance their entrepreneurial capabilities.This means introducing courses specifically designed
to develop the awareness and characteristics of the entrepreneur namely: planning, problem solving, communication, creativity, critical thinking and assessment, leadership, negotiation, social networking, teamwork, and time management
(Brockhaus 2001; Rae 1997).
Traditional business curriculum is designed based on the
functional control-oriented areas such as marketing, finance,
accounting, and so on (Meyer 2001). But as Chia (1996) has
suggested,“. . . a radical change in intellectual and educational priorities is needed.” Or as Rae (1997) suggested,“. . . the
skills traditionally taught in business schools are essential but
not sufficient to make a successful entrepreneur.” And why
Gibb (1987) has argued that to develop entrepreneurs or
more enterprising individuals, the focus of the education system needs to be shifted away from the traditional to what he
terms “the Entrepreneurial.” Thus, the challenge is to develop
a system of learning (and assessment) that complements the

Problem-based learning is considered a viable alternative
because it promotes learning from the process of working
toward the understanding or resolution of an emphatic problem in its context (Barrows 2000).
A 1997 National Survey of Entrepreneurial Education, by
Winslow, Solomon, and Tarabishy indicated that 26 percent
(the number one response) of both two- and four-year colleges and universities preferred the test format as the evaluation pedagogy for entrepreneurship and small business education. The second most relied upon measure was the business plan (20%).They also concluded that experiential teaching and evaluation pedagogies are increasingly being
employed.There is a need to abandon more traditional forms
of teaching and evaluation methods for more unique, unconventional ones where self-directed learning methods may
help answer the growing needs of students. There is also a
need for technology to be utilized in entrepreneurship and
small business courses.
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Assuming that student entrepreneurs are active,experiential and reflective learners who seek independence, reduced
bureaucracy and mentoring support, [the author] proposes
that the traditional lecture-tutorial entrepreneurship education be transformed to offer authentic entrepreneurial learning that prepares them for their entrepreneurship careers in
the terms of competencies and confidence (p. 690).

What Is Problem-Based Learning
While the content and structure of PBL courses may differ,
the general goals and learning objectives tend to be similar.
PBL begins with the assumption that learning is an active,
integrated, and constructive process influenced by social and
contextual factors (Barrows 1996; Gijselaers 1996). In their
review of the literature, Wilkerson and Gijselaers (1996)
claimed that PBL is characterized by a student-centered
approach, teachers as “facilitators rather than disseminators,”
and open-ended problems (also referred to as “ill-structured”)
“serve as the initial stimulus and framework for learning” (p.
26–29). Instructors also hope to develop students’ intrinsic
interest in the subject matter, emphasize learning as opposed
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to recall, promote groupwork, and help students become selfdirected learners. Learning is student-centered because the
students are given the freedom to study those topics that
interest them the most and to determine how they want to
study them. Students should identify their learning needs,
help plan classes, lead class discussions, and assess their own
work and their classmates’ work (Gallagher 1997; Reynolds
1997).“Students develop a deeper awareness and ownership
of important concepts in the course by working on activities,
a basic tenet of the constructive approach to learning”
(Seltzer et al. 1996, p. 86).
In addition to emphasizing learning by doing, PBL
requires students to be metacognitively aware (Gijselaers
1996). That is, students must learn to be conscious of what
information they already know about the problem, what
information they need to know to solve the problem, and
the strategies to use to solve the problem. Being able to articulate such thoughts helps students become more effective
problem-solvers and self-directed learners. Initially, however,
many students are not capable of this sort of thinking on
their own. For this reason, the instructor must become a
tutor who models inquiry strategies, guides exploration, and
helps students clarify and pursue their research questions
(Arámbula-Greenfield 1996). The instructor plays a critical
role in helping students become self-directed learners and
must create a classroom environment in which students
“receive systematic instruction in conceptual, strategic, and
reflective reasoning in the context of a discipline that will
ultimately make them more successful in later investigations” (Gallagher 1997, p. 337).
Groupwork is also an essential aspect of PBL for several
reasons. First, groupwork helps develop learning communities in which students feel comfortable developing new ideas
and raising questions about the material (Allen, Duch, and
Groh 1996). In addition, groupwork enhances communication skills and students’ ability to manage group dynamics.
Finally, groupwork is interesting and motivating for students
because they become actively involved in the work and are
held accountable for their actions by group members (Cohen
1994). For these reasons, groupwork can enhance student
achievement.
Rowley and Sherman, in their book Academic Planning
(2004), illustrated that PBL included the following characteristics:
• Learning through group meetings.
• Being “learner-oriented” by implying that learners determine what is to be learned and what is to be done to
accomplish this learning.
• Students determine how to accomplish/complete the
various tasks assigned.
• Students determine what books to read and what literature and resources to consult for task completion.

• Learning occurs as the task is being completed.
Rowley and Sherman (2004) went on to state,“The advantages for learners include improved ability to work in groups,
developing applied research skills, taking responsibility for
the learning process and developing ownership of the
knowledge and skills they generate” (p.163). And finally, they
concluded,“PBL is an educational philosophy and methodology in which the course instructor, often a person called a
tutor, creates a learning environment where a real world scenario drives learning” (p. 162).

Connecting PBL and Entrepreneurship
Chaharbaghi and Cox (1995) pointed out that several of their
students recognized that, “PBL has great potential for those
courses where the intention is to integrate a number of disciplines and this holds true particularly for management and
engineering programmes” (p. 255).
Sexton and Upton (1987) state,“Entrepreneurship students
can be depicted as independent individuals who dislike
restraint, restriction and the routine.They are capable of original thought, especially under conditions of ambiguity and
uncertainty”(p.38). These conclusions led Sexton and Upton
to propose that [entrepreneurship] courses should be relatively unstructured and “pose problems which require novel
solutions under conditions of ambiguity and risk” (p. 38).
Wee and Kek (2002) concluded that,“The PBL curriculum
is a compendium of critical entrepreneurial incidences that
the students need to manage.” The acquisition of the critical
entrepreneurial knowledge and relevant skills through the
PBL entrepreneurship education should prepare the students
to become effective entrepreneurs (Wee 2004).

The PBL Course Structure: Student-Centered
“A Business Plan is a document that spells out a company’s
expected course of action for a specified period, usually
including a detailed listing and analysis of risks and uncertainties. [It] should examine the proposed products, the market, the industry, the management policies, the marketing
policies, production needs and financial needs. Frequently, it
is used as a prospectus for potential investors and lenders”
(AcceleratorOnline).
A business planning course will usually require the student, or more frequently a small team of three to four students, to research, collect, collate, and prioritize data and
deliver a succinct and compelling document supporting
their business endeavor.The course culminates in a 15- to 20minute oral presentation covering the business and the business plan. San Tan and Ng (2006) observed that end-of-course
examinations do not figure prominently in the entrepreneurship programs they reviewed. In its place, all the programs
place considerable emphasis on the development of business
plans.The preparation of the business plan by student-teams
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based on a selected venture leading up to the presentation of
the completed plan to a panel comprising faculty staff, venture capitalists, and/or entrepreneurs, is doubly positioned as
an assessment method as well as another form of “learning by
doing” (San Tan and Ng 2006).
Fifty-seven percent of Inc. 500 CEOs got their original
business idea from within the industry they worked (Stuart
2002). Whereas, in a traditional-age classroom, experience
tends to focus on restaurants, retail, and a safe way home
from overenjoyment on a Friday evening.The idea-generation
focus is on “novel” ideas with growth potential and possible
venture sale-ability (“harvest”) at some point in the future.
They are not receiving knowledge but are required to generate independent ideas on which to develop a business plan.
Independent thought, ill-structured problems, and limited
experiences to draw from make this a very challenging experience for the students.
Traditionally, most students were told by their instructor
what they need to know in more conventional lecture format
classes. Gibbons et al. (1994) described a paradigm shift that
occurs when a teacher decides to move from the role of “sage
on the stage” to that of “guide on the side.” In a PBL business
planning course, the students determine what they want to
work on throughout the semester. More pressure is introduced when they are told,“You will be marrying this idea for
the entire semester so you better be passionate about it.”
The day-to-day structure of a PBL course is quite different
from the structure of traditional lecture courses. Rangachari
(1996) suggests that the first few class meetings in a PBL
course include brainstorming sessions in which issues central to the course are identified. During the first two weeks of
class there is significant interaction between the instructor
and the student-teams. Again, students are required to develop a novel idea upon which to create a business plan.
Magazines, catalogs, videos and a “pain” exercise1 are used to
stimulate thought; enticing students to explore novel ideas
that are of interest to them.

Groupwork and Ill-Structured Problems
PBL enhances student learning by relying on students working in groups, learning from one another and sharing information and different perspectives (Gijselaers 1996).
Near the end of the second week, student-teams are created. They can be formed by common interest, randomly, by
complementary backgrounds, or by outside of class schedule
availability.
Once each group has selected their idea, the class format
takes an interesting turn. For example, the students are provided an example of a “WOW” statement. Basically, it is a very
short and compelling depiction of a company, usually limited
to two to three sentences. The students are really not told
much beyond the example. And from classroom observa-
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tions, what inevitably happens is that the students fail to
assess the example, they go on to create their own “excitement statement” and in the process fail to recognize specific
information that makes for a quality WOW statement. Is this
an example of letting them fall on their face? No. It is setting
the tone for the remainder of the semester. They will be
required to think on their own, depend on their group members, solve problems, and ask good questions of their tutor.
This represents an early and rather large step, in their learning paradigm shift.
Allen, Duch, and Groh (1996), suggested that problems
be introduced with mini-lectures that provide some context for the problem and identify areas of potential difficulty. This approach is adopted in the business planning
course where, the first 10 to 15 minutes of a class are
devoted to a particular section of the business plan. A rectangular shape (1 or more) is drawn on the board to represent the number of sheets of paper to be handed in for
each assignment. In an exchange between the instructor
and students, the section of the business plan is discussed
along with the topical areas (“content topics”) that might
be applicable in each section. For example, in the
Marketing section television ads, brochures and
tradeshows, to mention a few, might be discussed. Content
topics are identified on the board next to the corresponding rectangles, but it is up to the students to determine
how applicable a particular topic might be for inclusion in
their plan, the depth to which it might be covered, and any
additional information that should be included. Strict page
limits are enforced, both for too little information and running over the established page limit. Page limits are critical
for two purposes. First, the student learns to take large
amounts of data, evaluate its significance, and then clearly
and succinctly communicate their message. Second, it follows a consistent pattern of delivery, 15 to 20 pages is
acceptable in the investment community (www.growthink.com/businessplan/The_Ideal_Length_of_Your_Busin
ess_Plan.html). Throughout each class the instructor must
ensure that all students are involved in the problem-solving
process and must familiarize students with the resources
needed (e.g., library references, databases) to solve the
problems, as well as identify common difficulties or misconceptions (Arámbula-Greenfield 1996; Seltzer et al.
1996).
Students then begin to analyze, investigate, and make
determinations as to what is appropriate for inclusion in
their business plan.The student-team must be able to reduce
a vast array of data to a succinct document that is particularly compelling in regard to both the establishment of that
business and the attractiveness to the investor.
The above scenario presents what might be referred to as
“ill-structured problems” (Stanford University 2001; adapted
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from Allen, Duch, and Groh 1996; Gallagher 1997). In general, ill-structured problems:
• require more information for understanding the problem than is initially available,
• contain multiple solution paths,
• change as new information is obtained,
• prevent students from knowing that they have made the
“right” decision,
• generate interest and controversy and cause the learner
to ask questions,
• are open-ended and complex enough to require collaboration and thinking beyond recall, and
• contain content that is authentic to the discipline.
Students have the ability to take multiple paths (not necessarily just one solution) to resolve the issues and there may
also well be multiple outcome options. For example, one may
want the greatest profit while one is willing to settle for less
profit but greater social outcomes.
Specifically, in addressing these ill-structured problems, or
here, completing the components of the business plan,
require that throughout the course the students research and
collect vast amounts of data to be reviewed and evaluated for
their pertinence.The students’ subjective selection and application of that data may take the business plan in any number
of varied directions. This process is further complicated
because the data set affecting the business is constantly in
the state of flux as more information becomes available from
the students’ ongoing research, and the fact that the world
economy is a moving target. Determining the “right” decision
may not only be driven by market conditions, but may also be
affected by personal preference, or other factors. The ongoing standard is: “If you were actually starting this venture,
what information would you want and to what depth of
understanding the team must accomplish?” The students
become very inquisitive in this environment where they ask
questions of not only the instructor but also turn to one
another, other teams, or additional outside resources.

The Instructor as a Member of the Team:
“Advisor”
Deviating from the instruction-led approach where the focus
is on the transmission of knowledge from the teacher to the
students, PBL encourages students to engage their prior
knowledge and any learning situation as a base to connect
and construct a new knowledge structure. Learning starts
with the facilitator presenting an authentic problem to a
small group of students at the outset (Barrows 2000;Wee and
Kek 2002). Problem-based learning means learning is studentcentered with teachers acting primarily in the role of facilitators (Wee 2004; Barrows 1996).
Much as a business would seek out an advisor, the instructor becomes an ad hoc member of each student-team. The

instructor as advisor frequently responds to questions framed
as,“What do you think about this?”When the instructor has
the ability to address specific questions individually that arise
from a particular student-team, numerous minor errors and
omissions can be avoided, while at the same time keeping
the team focused on the most important issues facing that
particular venture.
What if you as the instructor could step back, act more as
a facilitator and allow each individual group to specifically further their project throughout the class period (Stinson and
Milter 1996)? This shift in instruction requires the faculty
member to move from a structured lecture format to a more
free-flowing, at times disorderly classroom environment. Most
traditional curricula are designed around systems of compliance and control, which tend to stifle the creative and entrepreneurial instincts of students (Clouse and Goodin 2002).
Some examples of a free-flowing classroom might include
seeing students reading a newspaper or even talking on a cell
phone. Students are encouraged to embrace this contemporary learning experience using up-to-date and relevant
resources in real time, for example using their cell phone to
contact a commercial realtor to get real-time pricing on leases.
Educationally sound, ill-structured problems help students
learn a set of important concepts, ideas, and techniques
because they provoke group discussion and give students
experience solving problems encountered by experts in the
field (Gallagher 1997). Students recognize these problems as
professionally relevant. Therefore, students are more likely to
be motivated to work on them (as opposed to discrete problem sets or textbook exercises), not only because they realize
that the knowledge they gain by thinking about these problems will be useful in the future, but also because students are
typically given significant opportunities for creativity and flexibility in solving PBL problems (Stanford University 2001). PBL
has also been found to have some rather dramatic effects on
faculty, including how the faculty member designs problems,
manages groups, and engages the classroom. (Major 2006)
As advisor, the instructor becomes challenged by the
specificity and depth of the student inquiries. At times the
instructor can respond to student team inquires and at other
times can refer the student team to resolve the issue themselves. Students take a much larger role in their learning
experience.The instructor as advisor would seem to be supported by Wilkerson’s (1996) list of key instructor behaviors
when using the PBL approach, including: (1) balancing student direction with assistance; (2) contributing knowledge
and expertise; (3) creating a pleasant learning environment;
and (4) stimulating critical evaluation of ideas.

Performance Assessment
Incremental feedback is provided to each team as each business plan section (see Figure 1), for example the Marketing
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Plan, is submitted, graded, and returned for updating and ultimate inclusion in the final presentation.The students are told
the first day of class that grading occurs on two levels: first,
how well does each student-team address the necessary components for their individual business plan; and second, how
does their effort compare to the other team submissions in
the class.
The final grade for the course is derived entirely from the
student-team project and the culminating presentation.The
actual grade on the written portion of the assignment
results from the submission of 13 pages of work plus the
ending financials. The grade for members within the team
can be differentiated by the other members of the team
(Gallagher 1997). For example, if a participant of a particular team demonstrates an exceptional effort as recognized
by the other members of that team, that individual could be
awarded a higher grade than the rest of that team.The grading process can also work against an underperforming
member of the team. Each member of the team has 100
points to allocate to the other members of team.The numeric grade should be accompanied by a qualitative assessment
justifying the point allocation. Peer review and evaluation
gives the student-team a feeling of control over the behavior of team members, and in turn, can be motivational for
underperforming team members (Allen, Duch and Groh
1996).
At the end of the semester, the student teams present their
plan to a community-based panel of experts in the field of
Week
DUE

Max.
Pages

Points

Concept/Patent
Search

3

1

25

WOW Statement

3

3
sentences

25

Company/Product
Description

4

1

25

Industry Analysis

5

2

50

6

3

50

7

2

25

8

1

20

Operations Plan

9

2

25

Strategy/Risk

10

1

25

Financials

12

4+

100

Executive Summary

13

1

25

ASSIGNMENT

Market Research/
Target Market/
Competitor Analysis
Marketing Plan and
Pricing Strategy
Technology
Application

Presentation

14, 15

100
Total 17+

620

Figure 1. Business Plan Content Topics
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business startup, funding, and other areas (San Tan and Ng
2006). At the conclusion of the presentation, a question and
answer opportunity takes place with participation from both
the panel and other students.The experience for the presenting team is real because input from a nonpartisan panel of
experts assists the instructor in determining the final presentation grade. The panel generally consists of four, always
including one or more Angel Investors and/or Venture
Capitalists, and the remainder of the panel comprised of business professionals ranging from businessowners to consultants to SBDC staffers. The presentation mirrors what any
entrepreneur might encounter in the pursuit of external
funding.

High-tech Classroom
The tipping point for PBL adaptation in this entrepreneurship business planning course was the adoption of a computerized “group room.” Sungur, Tekkaya, and Geban (2006)
recommend that classrooms need to be designed to support
effective group interaction and access to resources such as
the Internet.The group room fosters isolation and clustering
of each group at team workstations. Collectively, nine
groups, comprised each of four group members, independently and simultaneously create nine unique student-teambased business plans in the same classroom. Each workstation has a single computer, keyboard, and two screens, viewable by all team members.The projection equipment allows
the instructor to highlight a student-team’s work-product
and share it for instruction purposes with the entire class.A
master computer was also available to the instructor,
enabling the instructor to see what the students are doing in
real time.
With each student-team isolated at a devoted workstation,
a very focused work environment is promoted.The tables are
configured so that team members are angled to actually face
each other, rather than sit next to each other in fixed rows
and facing forward as in most classrooms. In their study of 61
10th-grade students, Sungur, Tekkaya, and Geban (2006)
found that working cooperatively significantly contributed to
their learning. Sungur and Tekkaya (2006) also found that 80
percent in the experimental group and only 38.7 percent
within the control group set aside time to discuss course
materials with other members of their group.They concluded that PBL appears to improve experimental group students’ use of various learning strategies including intrinsic
goal orientation and task value.
Here, teams carry on conversations, evolve a leadership
structure for the business, and actually use the unique classroom setting to establish a “team bond.” Sungur and Tekkaya
(2006) found that PBL students tend to collaborate with their
peers and appreciate the importance of cooperation. They
went on to refer to discussions and interaction within the
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group as activities among “friends” (p. 315). The instructor
has an expectation that the work ethic, behavior patterns,
and team interaction established within the classroom will
carry on to the frequent external, or out-of-class, group meetings.The observed dynamics are more professional, focused,
and team-oriented.This is crucial for the necessary collaborative PBL experience.
In this setting, all teams have equal access to the instructor.Again, as questions arise, the instructor might address the
individual student-team, engage the entire class, or suggest
that the students need to solve the issue without instructor
input. The instructor must draw a line between assisting in
the development of the business plan versus the resolution
of issues that need to be decided by the management of the
business (i.e., the student-team). Much greater team-specific
guidance is provided by the instructor. Because the instructor can provide team-specific advice, rather than generalities
used in lecture format, the teams have a greater “focuseddepth” to their project.
At times, students not only benefit from the learning experience of their fellow team members, but also realize the
value of the shared classroom experience other teams are
going through in the development of their business plans.
Student-teams also begin to understand how the nature of
the business might require certain sections of the business
plan be addressed differently. What evolves are disinterested
teams that will submit direct input for the betterment of
other teams’ business plans, in spite of the competitive
nature of the grading (as discussed earlier).

Outcomes
Key measures for the success of any quality delivered course
include the student learning perspective and external, or
third-party, validation. In using PBL in the classroom, the
anticipated student experience should be more real than provided in a traditional class lecture setting. Some University of
Northern Colorado (“UNC”) student comments between
2002 and 2005 included,“. . . application to real life was the
greatest thing from this class, more so than any other business class.” This comment demonstrates (1) the student
acceptance of the PBL format, and (2) that the material has
greater relevance to the user. Another student, referring to
the best aspects of the course wrote, “. . . the structure. . . .
Allowing students to learn from their own mistakes and not
a lesson planned out for them.” Again, such a comment validates the self-directed learning model. In support of the qualitative UNC student comments, Bonds and Paolella (2006) in
their study quoted students reflecting on how challenging
the course was and how much the learning experience differed from other lecture-based courses.
The students also observed,“. . . made me think critically
about the subject” and “It was hands-on and made me think

every day.” As discussed earlier, PBL requires significant participation to the point of ongoing weekly involvement in the
course rather than just as exams approach. When students
were asked,“What are the greatest strengths of this course?”
comments like “critical thinking and required application of
knowledge” directly relate to characteristics and outcomes
associated with a PBL-formatted course. By their own observations the desired outcomes for the course are being validated.Another student commented on randomly assigned group
members by saying,“The assigned group work made people
think outside their comfort zone.”
In a self-validation comment, one student noted,“I ended
up with great respect for this professor,” while another said,
“Probably the most challenging class I have ever taken.”
These comments should serve as encouragement for traditional lecture-based instructors to explore alternative teaching methods, including PBL.
The University of Northern Colorado classroom survey
results seemed to be strongly supported by the survey
results published by Wee (2004), where 85.5 percent of
respondents “strongly agree/agree” that “PBL focuses on realtime, real client/industry problems.” And, 79 percent of student respondents “strongly agree/agree” that “PBL allows me
to learn at my own time, style, and pace,” while 77.8 percent
of student respondents “strongly agree/agree” that “PBL’s
small group structure allows both tutor and students to
work together in the learning process.” The survey covered
65 final-year students at Temasek Polytechnic, Singapore
2000–2001. San Tan and Ng (2006) utilizing a PBL classroom
format observed that the students “. . . generally demonstrated a better understanding of what it takes to be an entrepreneur . . . were able to assess opportunities more critically,
understood the various factors that might impact entrepreneurial success, and showed more caution when proposing
solutions” (p. 425).
An additional validation for PBL came during a 2006 business plan competition. The Donald W. Reynolds Governor’s
Cup graduate and undergraduate business plan competition
has one of the largest cash prize pools in America. Since the
inception of the award, 832 students representing 19
Arkansas colleges and universities have participated in the
competition. During the first six years of the competition,
$581,000 has been awarded to student-teams and their faculty advisors (Arkansas Capital Corporation).
In 2006, two student groups from a PBL business planning course at the University of Arkansas at Little Rock (one
graduate plan and one undergraduate plan) submitted plans
to a competition (see Table 1). Sixty-one plans were submitted by 14 different institutions. Both plans submitted from
the UALR PBL course were selected (100%), and both were
also accepted in a separate portion of the competition highlighting innovation.
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Table 1. 2006 Donald W. Reynolds
Governor's Cup
Schools
participating

14

Faculty
participating

24

Graduate Plans

Undergraduate Plans

Total plans
submitted

10

51

Plans accepted

6

12

Overall percentage
accepted

60%

~23%

Schools
represented

3

4

UALR PBL accepted

1

1

UALR PBL
percentage

~16%

~8%

Innovation
category

4

3

UALR PBL accepted

1

1

UALR PBL
percentage

25%

33%

Conclusion
In conclusion, PBL is an extremely effective method to deliver an entrepreneurship business planning course.Wee (2004)
supports this contention in her research:
PBL suits the teaching and learning of entrepreneurship
education well because it is about equipping students to be
able to “do” instead of “know.” The PBL approach mirrors
the demands of the entrepreneurial world in the classroom

and allows students to become producers of entrepreneurial solutions instead of mere consumers of education at
every lesson. . . .The authenticity in learning offers a closer
simulation to their real work demands of entrepreneurship.
The acquisition of the critical entrepreneurial knowledge
and relevant skills through the PBL entrepreneurship education should prepare the students to become effective entrepreneurs (p. 697–698).

The UNC students confirm that the experience is more
realistic and relevant than traditional lecture formats. By
their comments, they go so far as to understand what they
are actually learning and why the course is formatted in PBL.
Allen and Rooney (1998) stated,
In contrast to those we see in our traditionally taught classes, the most thorough and well-developed reports seem to
be the products of the problem-based courses. Purpose
statements are more focused, criteria used to solve problems more evident, and the criteria form the organizational
bases for reports.The data are more comprehensive and justifications for decisions are more persuasive. We attribute
the success of the students, in both the mixed and ESL
[English as a Second Language] sections, to the students’
motivation to work on problems that are realistic case studies linked to their business interests.

From an instructor perspective, the quality of business
plans developed in the PBL classroom is far superior to
those developed in a traditional lecture setting. And
though a small sample, PBL is further validated by the
acceptance rate of 100 percent in the recent business plan
competition, also noting that a number of schools (8 of
the 14) had no representation of the 18 plans ultimately
accepted.The plans created in the PBL class provided realistic outcomes and insights as interpreted by an independent judging plan.
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Endnote
1. Brainstorming “where is the pain in your life,” and later can we create a solution, or business, to address that pain.
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and case studies.
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Book Review
Entrepreneurship Education
Marguerite R. Faulk
Patricia G. Greene and Mark P. Rice, eds., Entrepreneurship
Education, Cheltenham, UK: Edgar Elgar Publishing
Limited, 2007. 543 pages, $225.

ntrepreneurship Education is the ninth book in the
series entitled The International Library of
Entrepreneurship. Edited by Patricia Green, provost
of Babson College, and Mark Rice, Murata Dean of the Olin
Graduate School of Business at Babson, this book is a comprehensive collection of outstanding articles on entrepreneurship education written over the past 15 years. Readers
already actively engaged in teaching entrepreneurship will
recognize many familiar names throughout this collection.As
the editors state in their introduction entitled
“Entrepreneurship Education: Moving from ‘Whether’ to
‘What’, ‘How’ and ‘Why’,” the focus of this collection is on
entrepreneurship education, rather than entrepreneurship
learning. This book is a must-read for anyone teaching this
subject at the collegiate level.
The “Whether” section of this book contains nine articles
collected in Part I, “Perspectives on Entrepreneurship
Education.” The perspectives are diverse, covering not only
historical perspectives with the first two articles encompassing 10 years of literature on the subject, but also perspectives
on the lack of doctoral programs in entrepreneurship by
Brush et al., lack of theoretical links between entrepreneurship educational research and the educational field itself, and
entrepreneurial education for engineering and science students. Of particular note are the articles exploring successful
entrepreneurs’ views on education and African American students’ views on entrepreneurial education.
If you have ever wondered just where your entrepreneurship program belongs in your educational setting, the last
article in Part I is for you. For those of us who have experienced our entrepreneurship classes buried in our business
curriculums and relegated to the elective status, rather than
as a core curriculum, Hindle’s “Teaching Entrepreneurship at
University: From the Wrong Building to the Right
Philosophy” will give you the tools to design your entrepreneurial curriculum.This highly readable article suggests that
“vocational transcendence,” rather than an “overly vocational
and mechanistic curriculum design” is the key to designing
an effective, reflective curriculum (p. 153, 154).

E

Part II of this interesting collection encompasses the
“What” of education: what knowledge, what skills, and what
attitudes have been and are currently being taught in our
educational institutions.Those engaged in institutional effectiveness and charged with creating specific course objectives
or competencies will find Bird’s article, “Learning
Entrepreneurship Competencies: The Self-Directed Learning
Approach,” particularly helpful. An interesting parallel
between management studies, especially team leadership, is
drawn in the article in this section by Harrison and Leitch
(1994). These authors suggest that entrepreneurship education and traditional management education are not mutually
exclusive, but instead can enrich each other.
The last article in Part II draws on failure, rather than success, as a means to educate future entrepreneurs. Shepherd
(1994) notes that if entrepreneurs are invited as guest speakers in classrooms, these invited guests are usually those who
have been highly successful.This author believes as much or
perhaps even more can be learned from studying failed entrepreneurs, particularly in helping our future entrepreneurs
process the emotions they experience if their entrepreneurial venture is not successful.
Part III of the book details how entrepreneurship has
been taught in higher education over the past decade. After
completing the eight articles in this section, you as a reader
will feel as if you’ve enjoyed an in-depth, pedagogical conversation on this subject. You may find it interesting to reread
the earlier mentioned article from Part I by Hindle after you
complete this section of the book.
The last section of collected articles is entitled simply
“Assessment.” Here you will find not only perspectives on
entrepreneurial education in the United States, but also
international perspectives. Two articles by Garavan and
O’Cinneide (articles 24 and 25) present European perspectives.You may find it interesting to go back and read article
22 again, which discussed European University entrepreneurial training of engineers. A study at the University of
Arizona involving 2,484 business graduates forms the basis
of Charney and Libecap’s article on U.S. educational models. Both entrepreneurship graduates and nonentrepreneurship graduates were included in the study. The study
results indicate that entrepreneurial education enhanced
the likelihood of graduates becoming primarily engaged in
an up-start business by 25 percent over general business
graduates.
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The last article in the “Assessment” section addresses the
issue of ranking entrepreneurial education programs. If you
look at the date of this article and decide not to read it
because the study was conducted a decade ago, you will miss
seeing how timely its content remains. Perhaps the question
of how one measures progress in entrepreneurship education is even more critical in 2007 than it was in 1997.
In their conclusion, editors Greene and Rice raise four primary issues as future areas of research. All four are equally
intriguing. One is the issue of larger questions needing to be
asked and these questions needing to encompass not only
whether students can be entrepreneurs, but whether they
should be. Another intriguing issue for future discussion is
the question of exactly who should be teaching entrepreneurial education.The editors suggest the need for a marriage
between pure academics and entrepreneurial practitioners.
They include in their discussion of entrepreneurial practi-

tioners both the successful ones and the failed ones as suggested by Shepherd in Article 15.
The other two questions for future discussions encompass
the need for integrating entrepreneurship education with
other disciplines, as discussed in several articles in the pedagogy section of this book.The final question is one of global
conversations concerning entrepreneurship.Whether a new
venture is going to be multinational, national but facing international competition, or utilizing manufacturing facilities in
another country, entrepreneurial students must understand
the global nature of business today if they are going to be
successful.
Although at 543 pages, Entrepreneurship Education may
seem like a long read, it is well worth it.This book is a welcome addition not only to The International Library of
Entrepreneurship, but also belongs on every entrepreneurial
educator’s bookshelf.

About the Author
MARGUERITE R. FAULK is the interim dean of the Business/Legal Studies program at American
InterContinental University in Atlanta, Georgia. She is currently pursuing her doctorate in business through
Argosy University in Sarasota, Florida. She teaches courses in entrepreneurship, ethics, and international business. Her special area of research focuses on women as entrepreneurs and small businessowners.
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Some Entrepreneurship Pitfalls

Philip Wolitzer
ll of us have at some point thought how great it
would be to be the boss of our own destiny and
build a new business. For some it’s a dream that
won’t stop until we try. In the old days, all it would have
taken was two months’ rent after we built our leasehold
improvements. Oh, how times have changed.

A

To be the boss of your own business today you have to be
aware of local, state, and federal regulations as well as the permits necessary for the type of business you are starting.At the
minimum, you need an insurance advisor, a lawyer and a
Certified Public Accountant (CPA). In some cases you may
also need an architect, an interior decorator, and a communication or other specialist.
In 1494, Fra Luca Pacioli, a monk, wrote a treatise that
established the bookkeeping practices still used today. In
1896, New York State passed a law that established the CPA
license. Since then most enterprises found that they are better off paying attention to their business and leaving the
accounting aspects to the accountants.
Small businesses have long resisted the expense of hiring
an expert accountant. However, as even small businessowners
have discovered, conducting a business today can become
very complex and a CPA on retainer is a necessary expense.
Gone are the days when you could go into business with
the necessary capital of two months rent and a deposit with
the electric company.Today you have to worry whether you
need
• Local permits
• Various other permits as necessary (restaurant, etc.)
• Building permits
• State approval (especially if you will be operating as a
corporation or an LLC)
• Workers compensation
• Regular insurance (fire, liability, boiler, etc.)
• Business interruption insurance
• Rent security deposit
• Leasehold improvements
• Contracts for waste removal, etc.
• Special wiring for security
• Registration for sales tax, payroll tax returns, etc.
• Special bank accounts
• Other items necessary for specialized businesses
Fortunately, the accounting profession has approximately
350,000 CPAs practicing in the United States, including

approximately 33,000 practicing in New York State.The problem for the small businessowner is how to choose the CPA
who would be the best fit for them and their business.
To avoid pending bankruptcy, it is very important to set up
an initial budget that gives the budding entrepreneur an idea
of the capital necessary to succeed in the business.The most
common cause of bankruptcy is insufficient capital to supply
the cash needed for operation. Generally, poor planning can
cause the closing of a new business within two years.
CPAs usually offer their services in practice units ranging
from an individual practitioner to an employee of a very
large firm, practicing on a global basis and having more than
100,000 employees. There are approximately 45,000 CPA
firms practicing in the United States.The small businessowner should seek recommendations from friends, business
associates, lawyer, bankers, and a professional association
such as the New York State Society of Certified Public
Accountants. There is no harm in interviewing three or so
CPAs to decide who would be a good advisor. It should be
remembered that a CPA is a professional who has spent
many years acquiring his or her educational background and
practical experience and thus commands professional fees.
It has been my experience that the benefits of the CPA far
exceed the cost.
Personal recommendations from friends, your banker, and
your lawyer should form the basis of your choice of an
accountant. Choose a Certified Public Accountant—they
hold a license to practice from the state and have the
required education and experience. They are professional
and you should expect to pay them professional fees.
However, the benefits can be great. You can concentrate
on running your business and expanding your business without worrying too much about the financial aspects.The CPA
can help with budgeting, the practical aspects of running the
business and reporting the results. The CPA can also file all
the necessary tax returns to the local, state, and federal
authorities.The banker wants to see financial statements and
creditors also want financial information. The CPA exemplifies the benefit side of the cost-benefit ratio.
At the outset, until the business gets on its feet, the CPA
will probably do everything:
• The bookkeeping of all the books of account
• Filing of all applications necessary to local and federal
agencies
• Filing all necessary tax returns
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• Answering mail where the businessowner needs advice
• Helping with inventory allocation and management
• Assisting with credit decisions
• In general, advising and being a business resource
The businessowner and the CPA should have good chemistry between them, otherwise, their means of communication will become strained.The small businessowner will find
the telephone, fax machine, and e-mail the most common
form of communication with his or her professional advisor.
He or she must remember however, that even though the
business has only one CPA, the CPA may be responsible for as
many as 100 other clients.
Of the approximately 20 million small businesses in the
United States, only two-thirds of the start-ups go past the twoyear mark and only 44 percent go past four years. It is very
important, therefore, that the entrepreneur and the CPA
agree on a detailed business plan with adequate start-up capital. If the businessowner does not have practical experience
in the field, he or she should consider the purchase of an
established business.At this point, the budding businessowner may come in for a sudden shock. For instance, assume the
starting capital necessary is $500,000, the minimum numbers
of hours to run the business is 60 hours a week, and the
owner will net approximately $60,000. A fast calculation
then tells you that if you invested $500,000 without risk, it
would earn approximately 5 percent or $75,000 a year. If you
took a job where someone else is assuming all the risks and
earned approximately $10 an hour minimum, earning
approximately $30,000 a year (plus benefits), you can then
make a comparison whether starting the business is worth
while. Just think of the comparison if you can now earn $20
or $30 an hour. In business you assume all the risks of losing
$500,000. As an employee, you assume no risk and your net
income is approximately equal to your business revenue. It is
a bad comparison since we are not factoring in the psychic
benefits of owning your own business so that it will throw
off much more that $60,000.Always remember the business
should be run to satisfy your customers, not to make you feel
good. Good market research does not have to eat big money.
. . . So you want to be the master of your own fate.To ensure
success, bring in an attorney and an accountant at the “thinking stage”and not after you have made most of your decisions.
Under the cost-benefits ratio, your success is accelerated
when you bring in your advisors during the early stages.
The CPA can be very helpful in making sure the business
remains viable and soundly capitalized.The CPA is usually well
equipped to be a well-rounded business advisor and his years
of experience enable him to call on other professionals as the
need arises. For instance, the CPA cannot practice law and his
knowledge of life and business insurance may be limited.
Profitability is important for every business. Small business-owners seem to have great problems in maintaining liq-

uidity. Part of the problem is insufficient capital. Small businesses will find that owners’ capital has to be sufficient to
carry accounts receivable, inventory, and capital assets. The
larger the business, the more it can utilize creditors equity as
well as owners equity.
While keeping competition in view, the use of adequate
gross margins is very important. Everyone wants to increase
sales by lowering prices, but sometimes less can be more.You
have to be very careful that gross margins do not suffer as
sales are increased. The business graveyard is replete with
companies that felt they could sacrifice gross margins to
increase sales.They forget that the gross margin has to cover
all expenses as well as net income for the owners.
The assistance and support of the CPA becomes essential
to avoid bankruptcy. Remember, asking for advice is not a
sign of weakness. The CPA is very familiar with the need of
adequate gross margins, cash flow, and the need to stay within the law. Cash laundering can be very tempting but it is also
illegal. Sacrificing margins sounds great but not at the
expense of experiencing cash flow problems
It is very important that the CPA explain to the entrepreneur the relationship of the Income Statement on the accrual basis to the Statement of Cash Flows, which is on the cash
basis. It is not an easy concept to comprehend.
The businessowner may be surprised to find that he can
ask the CPA for help in not only accounting, auditing, and tax
matters, but also for help in
• Trust and estate planning
• System design and implementation
• Information technology
• Risk assessment
• Insurance reviews
• Financial planning including retirement
• Mortgage planning
• Asset protection
• General business planning
• Succession planning
• Business formation (corporation, partnerships, etc.)
• Financing assistance
• General business management
The small businessowner will achieve the greatest success
in choosing a CPA who is on his or her own, or is a member of
a small partnership.That way the entrepreneur can be assured
of personal attention as well as reasonable fees.The businessowner will be best served by a CPA who can be his or her
trusted business advisor and act as a wise sounding board.
Professionally prepared financial statements by a CPA can
act as the solid base for the businessowner.The creditors and
the bankers can use them to assess the viability of the business as well as setting credit limits. The businessowner and
the CPA working together can make a formidable team to
ensure the success of the business enterprise.
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